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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  was 
established  in  1863  as  a  bureau  of  the  Department  of  the 
Treasury.  The  OCC  is  headed  by  the  Comptroller  who  is 
appointed  by  the  President,  with  the  advice  and  consent  of 
the  Senate,  for  a  5-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Examine  the  banks; 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital  or  other  changes  in  corporate  or 
banking  structure; 

•  Take  supervisory  actions  against  banks  that  do  not 
conform  to  laws  and  regulations  or  which  other¬ 
wise  engage  in  unsound  banking  practices,  in¬ 
cluding  removal  of  officers,  negotiation  of 
agreements  to  change  existing  banking  practices, 
and  issuance  of  cease  and  desist  orders;  and 

•  Issue  rules  and  regulations  concerning  banking 
practices  and  governing  bank  lending  and  invest¬ 
ment  practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographical 
districts,  with  each  headed  by  a  Deputy  Comptroller. 

The  Office  is  funded  through  assessments  on  the  assets 
of  national  banks. 


The  Comptroller 

Eugene  A.  Ludwig  took  the  oath  of  office  on  April  5, 
1993,  as  the  27th  Comptroller  of  the  Currency. 

By  statute,  the  Comptroller  serves  a  concurrent  term  as 
Director  of  the  Federal  Deposit  Insurance  Corporation 
and  the  Neighborhood  Reinvestment  Corporation.  The 
Comptroller  also  serves  as  a  member  of  the  Federal 
Financial  Institutions  Examination  Council. 

Mr.  Ludwig  joined  the  OCC  from  the  law  firm  of  Cov¬ 
ington  and  Burling  in  Washington,  D.C.,  where  he  was 
a  partner  beginning  in  1981 .  He  specialized  in  intellec¬ 
tual  property  law,  banking,  and  international  trade.  He 
has  written  numerous  articles  on  banking  and  finance 
for  scholarly  journals  and  trade  publications,  and 
served  as  a  guest  lecturer  at  Yale  and  Harvard  Law 
Schools  and  Georgetown  University’s  International  Law 
Institute. 

Mr.  Ludwig  grew  up  in  York,  Pennsylvania,  where  he 
attended  York  Suburban  High  School.  He  earned  a  B.A. 
magna  cum  laude  from  Haverford  College  in  Pennsyl¬ 
vania.  He  received  a  Keasbey  scholarship  to  attend 
Oxford  University,  where  he  studied  politics,  philoso¬ 
phy,  and  economics  and  earned  a  B.A.  and  M.A.  He 
holds  an  LL.B.  from  Yale  University,  where  he  served  as 
editor  of  the  Yale  Law  Journal  and  chairman  of  Yale 
Legislative  Services. 
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the  Currency  It  is  published  four  times  a  year  in  March,  June,  September  and  December.  The  Quarterly  Journal  includes 
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Operations  of  National  Banks 


National  banks  in  the  first  quarter  of  1995  maintained 
their  strong  earnings  performance  of  the  last  two  years. 
Preliminary  operating  results  of  2,981  national  banks 
show  that,  for  the  ninth  consecutive  quarter,  national 
banks  earned  over  $6  billion  and  recorded  a  return  on 
equity  (ROE)  greater  than  15  percent.  The  strength  in 
earnings  was  widespread.  One-third  of  all  national 
banks  recorded  an  ROE  over  15  percent  and  only  3 
percent  of  all  national  banks  reported  losses  for  the 
quarter.  National  bank  earnings  continue  to  be  sup¬ 
ported  by  historically  high  net  interest  margins  and 
historically  low  loan  loss  provisions. 

Loan  growth  at  national  banks  remained  robust  in  the 
first  quarter.  National  banks  continued  their  move  into 
loans  and  out  of  securities  in  response  to  continued 
growth  in  the  economy  and  changes  in  interest  rates. 
On  the  liabilities  side  of  the  balance  sheet,  national 
banks  continued  to  rely  on  nondeposit  liabilities  and 
foreign  deposits  rather  than  domestic  deposits  to  fund 
their  asset  growth. 

Earnings 

For  the  first  quarter  of  1 995  national  banks  earned  $6.7 
billion,  up  $151  million  from  the  first  quarter  of  1994. 
ROE  in  the  first  quarter  was  15.5  percent,  a  slight 
decline  from  15.8  percent  in  the  first  quarter  a  year  ago. 
First  quarter  ROE  was  up  from  a  year  ago  for  national 
banks  under  $100  million  and  those  over  $10  billion  in 
assets,  but  was  down  for  national  banks  with  assets 
between  $100  million  and  $10  billion.  ROE  was  over  15 
percent  in  the  first  quarter  for  all  regions  except  the 
Northeast  and  the  Southwest. 


Net  income 

$  Billions 


Return  on  equity 

% 


Source:  call  reports 


Net  interest  income.  First  quarter  net  interest  income 
was  $21.4  billion,  up  $1.0  billion  from  the  first  quarter 
of  last  year  but  down  $1 .0  billion  from  the  fourth  quarter 
of  1994.  Interest  income  rose  faster  than  interest  ex¬ 
pense  in  each  of  the  previous  four  quarters.  In  the  first 
quarter  of  1995,  however,  interest  expense  rose  faster 
than  interest  income.  This  is  an  indication  that  after  a 
considerable  lag,  the  cost  of  funds  has  begun  to  reflect 
last  year’s  rise  in  market  interest  rates.  Consequently, 
the  first  quarter  net  interest  margin— defined  as  the 
ratio  of  net  interest  income  to  average  assets— was 
unchanged  from  a  year  ago  at  3.84  percent,  but  was 
down  20  basis  points  from  the  margin  in  the  fourth 
quarter  of  1994. 

Asset  quality/loss  provisions.  Total  noncurrent  loans 
increased  by  $714  million  in  the  first  quarter  to  $18.6 
billion.  The  amount  of  loans  noncurrent  rose  for  real 
estate  and  consumer  ioans,  but  fell  slightly  for  commer¬ 
cial  and  industrial  loans.  The  noncurrent  loan  ratio 
increased  by  three  basis  points  in  the  quarter  to  1.32 
percent,  but  was  still  60  basis  points  lower  than  a  year 
ago.  The  noncurrent  ratio  rose  seven  basis  points  in  the 
first  quarter  for  real  estate  loans,  rose  six  basis  points 
for  consumer  loans,  and  fell  four  basis  points  for  C&l 
loans.  Noncurrent  loan  ratios  continue,  however,  to  be 
historically  low;  the  first  quarter  increases  were  small  in 
relation  to  the  large  declines  in  these  ratios  between 
1991  and  1994. 
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Loan  loss  provision 
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previous  two  quarters,  when  banks  of  all  four  asset  size 
groups  (under  $100  million,  $100  million  to  $1  billion, 
$1  billion  to  $10  billion,  and  over  $10  billion)  reported 
losses,  only  the  three  smaller  groups  reported  losses  in 
the  first  quarter  of  1995  —  banks  with  assets  over  $10 
billion  reported  first  quarter  gains  from  security  sales  of 
$7  million. 

Noninterest  income.  Noninterest  income  was  $12.0  bil¬ 
lion  in  the  first  quarter,  an  increase  of  $713  million  from 
the  first  quarter  a  year  ago  and  $54  million  from  the 
fourth  quarter.  Both  fee  income  and  noninterest  income 
from  trading  activities  grew  in  the  first  quarter. 

Assets  and  Off-Balance  Sheet  Activities 

Total  assets  of  the  national  banking  industry  increased 
by  $29  billion  in  the  first  quarter  to  $2.3  trillion.  Loans 
outstanding  rose  by  $24  billion  in  the  first  quarter, 
securities  not  held  in  trading  accounts  declined  by  $1 3 
billion,  and  assets  in  trading  accounts  increased  by  $34 
billion.  Compared  to  the  first  quarter  of  1994,  loans  as 
a  share  of  assets  increased  by  almost  300  basis  points 
to  61.6  percent,  the  securities  share  decreased  by 
slightly  over  300  basis  points  to  17.6  percent,  and  the 
trading  account  share  increased  by  approximately  50 
basis  points  to  5.1  percent. 

Loans.  Loans  outstanding  increased  at  a  7.0  percent 
annual  rate  in  the  first  quarter,  up  from  1.2  percent  in 
the  first  quarter  a  year  ago  but  down  from  the  15.0 
percent  growth  rate  in  the  fourth  quarter  of  1 994.  Loans 
outstanding  rose  9  percent  for  all  of  1994,  grew  6 
percent  in  1993,  and  fell  by  3  percent  in  1992.  Real 
estate  and  C&l  loans  outstanding  increased  in  the  first 

Total  loans  to  assets 


First  quarter  loan  loss  provisions  were  down  $176  mil¬ 
lion  from  a  year  ago  and  $126  million  less  than  in  the 
fourth  quarter  last  year.  The  ratio  of  loan  loss  reserves 
to  loans  fell  to  2.21  percent  in  the  quarter,  down  from 
2.48  a  year  ago  and  2.84  in  the  first  quarter  of  1992. 
However,  this  ratio  remains  historically  high;  before  the 
development  of  banks'  credit  quality  problems  in  the 
mid-1980s,  it  was  below  2  percent. 

Security  gains/losses.  For  the  third  consecutive  quarter, 
banks  reported  realized  losses  from  the  sale  of 
securities  not  held  in  the  trading  account.  These  losses, 
however,  were  substantially  smaller  in  this  quarter  than 
in  previous  two  quarters.  Realized  losses  from 
security  sales  were  $82  million  in  the  first  quarter  of 
'  995,  compared  to  $207  million  in  the  third  quarter  of 
1994  and  $550  million  in  the  fourth  quarter.  Unlike  the 
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quarter,  but  consumer  loans  declined  slightly.  C&l 
loans  grew  at  a  14.1  percent  annual  rate  in  the  first 
quarter,  up  from  10.4  percent  in  the  first  quarter  a  year 
ago  and  substantially  faster  than  the  7.6  percent  growth 
in  all  of  1994.  Real  estate  loans  grew  at  an  annual  rate 
of  8.3  percent  in  the  first  quarter,  compared  to  -2.0 
percent  a  year  ago  and  6.6  percent  for  all  of  1994. 
Consumer  loans  contracted  at  a  1 . 1  percent  annual  rate 
in  the  first  quarter,  compared  to  3.1  percent  growth  in 
the  first  quarter  a  year  ago  and  1 7. 1  percent  growth  for 
all  of  1994.  The  contraction  in  consumer  loans  from  the 
fourth  quarter  is  a  seasonal  phenomena  as  consumer 
loan  growth  is  normally  slowest  in  the  first  quarter  of  the 
year  following  strong  year-end  growth  in  the  previous 
quarter. 

Securities.  The  $13  billion  decrease  in  securities  not 
held  in  trading  accounts  marked  the  fourth  consecutive 
decline  in  security  holdings.  Treasury  securities  and 
mortgage-backed  securities  fell  in  the  quarter  by  $3.3 
billion  and  $9.7  billion,  respectively. 

The  first  quarter  of  1 995  marked  the  first  time  that  banks 
reported  separately  their  holdings  of  high-risk 
mortgage  securities  and  structured  notes  not  in  trading 
accounts.  High-risk  mortgage  securities,  as  defined  by 
the  Federal  Financial  Institutions  Examination  Council 
(FFIEC),  have  a  long  expected  life  or  an  expected  price 
that  is  highly  sensitive  to  interest  rate  changes.  Struc¬ 
tured  notes  are  debt  securities,  other  than  mortgage- 
backed  securities,  whose  cash  flow  characteristics 
depend  on  one  or  more  indices,  such  as  LIBOR,  or  that 
have  embedded  forwards  or  options. 


Investment  securities  to  assets 
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Source  call  reports 


Eight  percent  of  all  national  banks  reported  that  they 
held  high-risk  mortgage  securities.  National  banks  with 
assets  under  $1  billion  had  a  larger  share  of  their  assets 
in  high-risk  mortgage  securities  than  national  banks 
with  assets  over  $1  billion  (1.2  percent  compared  to  0.3 
percent).  Forty  percent  of  all  national  banks  reported 
that  they  held  structured  notes.  The  smaller  national 
banks  also  had  a  higher  share  of  their  assets  in  struc¬ 
tured  notes  than  the  larger  banks  (2.6  percent  com¬ 
pared  to  1.3  percent). 

Market  value  of  securities  holdings.  As  of  the  end  of  the 
first  quarter,  the  market  value  of  national  banks’ 
securities  holdings  (in  both  the  available  for  sale  and 
held  to  maturity  accounts)  was  below  their  book  value 
by  $7.8  billion,  or  1.9  percent.  This  is  an  improvement 
from  the  end  of  1994  when  the  market  value  of  national 
banks'  securities  was  below  their  book  value  by  $16.2 
billion,  or  3.8  percent.  The  improvement  was  due  to  the 
flattening  of  the  yield  curve  during  the  quarter — interest 
rates  on  government  bonds  with  a  maturity  of  one  year 
or  greater  fell  by  more  than  50  basis  points  — and  the 
continued  sale  of  depreciated  securities. 

Market  minus  book  value  of  securities 


$  Billions 


Source:  call  reports 


The  new  data  on  high-risk  mortgage  securities  and 
structured  notes  show  that  the  value  of  these  securities 
has  declined  more  than  the  overall  securities  portfolio, 
which  is  not  surprising  given  their  high  interest  rate 
sensitivity.  National  banks  in  the  first  quarter  reported 
that  their  high-risk  mortgage  securities  had  de¬ 
preciated  by  8.3  percent  and  their  structured  notes  by 
3.0  percent,  compared  to  a  decline  of  1.9  percent  for 
all  securities  not  in  trading  accounts. 

Off-balance  sheet  derivatives.  The  notional  value  of 
derivatives  contracts  (including  spot  foreign  exchange 
contracts)  rose  in  the  first  quarter  by  $1 .2  trillion  to  $8  7 
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trillion.  This  growth  in  the  notional  value  of  derivatives 
was  similar  to  that  reported  in  the  first  quarter  of  1994. 

Several  changes  in  how  banks  report  their  derivatives 
activity  were  introduced  in  the  first  quarter  of  1995. 
Banks  now  report  separately  their  over-the-counter 
(OTC),  exchange-traded,  and  spot  foreign  exchange 
(FX)  contracts.  Foreign  exchange  contracts  account  for 
41.1  percent  of  all  derivatives  contracts  at  national 
banks  (excluding  the  $369  billion  in  spot  FX  contracts 
held  by  banks),  compared  to  57.5  percent  for  interest 
rate  contracts.  Also,  OTC  contracts  account  for  85.3 
percent  of  all  derivatives  contracts  (excluding  spot  FX), 
compared  to  14.7  percent  for  exchange-traded  con¬ 
tracts. 


Notional  amount  of  derivatives 
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Source:  call  reports 


Another  change  to  the  call  report  in  the  first  quarter  was 
separate  reporting  of  banks’  derivatives  contracts  held 
for  trading  and  those  held  for  other  purposes.  Ninety 
percent  of  all  derivatives  (excluding  spot  FX)  were  held 
for  trading.  The  six  national  banks  that  are  major 
broker/dealers,  and  hence  hold  most  of  their  deriva¬ 
tives  for  trading,  account  for  91.0  percent  of  total 
derivatives  at  national  banks.  Most  of  the  other  321 
national  banks  with  derivatives  held  the  majority  of  their 
contracts  mainly  for  risk  management  purposes. 

Liabilities  and  Capital 

National  banks  continue  to  rely  on  sources  other  than 
domestic  deposits  to  fund  their  recent  asset  growth. 
Because  domestic  deposits  usually  decline  in  the  first 
quarter  following  a  strong  seasonal  increase  in  the 
fourth  quarter,  it  is  more  useful  to  look  at  the  change  in 
liabilities  from  a  year  ago  rather  than  the  previous 
quarter  Between  the  first  quarter  of  1994  and  the  first 


quarter  of  1995,  domestic  deposits  at  national  banks 
declined  $16.8  billion,  foreign  deposits  increased 
$53.0  billion,  and  purchased  liabilities  increased  $35.6 
billion.  Over  the  last  four  quarters,  the  total  share  of 
funding  accounted  for  by  domestic  deposits  dropped 
more  than  350  basis  points  to  57.9  percent,  the  foreign 
deposit  share  rose  more  than  150  basis  points  to  12.3 
percent,  and  the  purchased  liabilities  share  was  up 
almost  100  basis  points  to  14.4  percent. 

Domestic  deposits.  Although  the  total  for  domestic 
deposits  has  been  relatively  flat  over  the  last  year,  the 
composition  of  domestic  deposits  has  changed  in 
response  to  changes  in  deposit  rates.  As  market  inter¬ 
est  rates  increased  in  1994,  banks  increased  interest 
rates  paid  on  time  deposits  more  than  rates  on  other 
types  of  deposits.  Consequently,  time  deposits  are  up 
$46.2  billion  since  the  first  quarter  of  1994,  while  trans¬ 
action  deposits  dropped  by  $21.7  billion,  and  savings 
deposits  decreased  $41.4  billion.  Time  deposits  now 
account  for  35.1  percent  of  domestic  deposits,  com¬ 
pared  to  31.2  percent  a  year  ago.  However,  time 
deposits  are  still  a  less  important  source  of  funding 
today  than  in  the  late  1980s  and  early  1990s.  For 
example,  total  time  deposits  in  the  first  quarter  of  1991 
were  $148.2  billion  higher  than  today  and  accounted 
for  45.9  percent  of  domestic  deposits. 

Total  and  domestic  deposits 
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Source:  call  reports 
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Domestic  deposits  by  type 
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Capital.  Equity  capital  rose  by  $5.1  billion  in  the  first 
quarter  to  $1 78. 1  billion,  compared  to  increases  of  $1 .9 
billion  in  the  first  quarter  a  year  ago  and  $1 .0  billion  in 
the  fourth  quarter  of  1994.  The  equity-to-asset  ratio  at 
the  end  of  the  first  quarter  was  7.79  percent,  up  nine 
basis  points  from  the  first  quarter  a  year  ago  and  up  13 
basis  points  from  the  end  of  1994.  The  leverage  ratio 
rose  18  basis  points  in  the  first  quarter  to  7.53  percent, 
and  the  risk-based  capital  ratio  rose  15  basis  points  to 
12.58  percent. 

Financial  and  Statistical  Analysis 

For  more  information,  contact  Richard  Nisenson 

202-874-5432 


Source:  call  reports 


Aggregate  performance  data  for  national  banks 
(Data  through  first  quarter  of  each  year) 


1990 

1991 

1992 

1993 

1994 

1995 

Industry  Structure 

Number  of  banks  . 

4,111 

3,953 

3,740 

3,530 

3,255 

2,981 

Number  of  banks  with  losses  . 

528 

509 

314 

220 

148 

90 

Number  of  failed/assisted  banks . 

22 

13 

9 

6 

0 

0 

Income  Statement  ($  Billions) 

Year- to- Date 

Net  income  . 

3.33 

2.96 

3.97 

6.33 

6.52 

6.68 

Net  interest  income  . 

16.91 

17.33 

19.04 

20.05 

20.39 

21.39 

Noninterest  income . 

8.64 

8.93 

9.89 

10.74 

11.29 

12.01 

Noninterest  expense . 

16.98 

17.96 

19.23 

21.21 

20.50 

21.62 

Loan  loss  provision . 

4.12 

4.62 

4.79 

2.80 

1.45 

1.27 

Gains  on  securities  sales,  net . 

0.07 

0.27 

0.68 

0.53 

0.36 

-0.08 

Extraordinary  income,  net  . 

0.11 

0.34 

0.11 

1.51 

-0.04 

-0.00 

Net  loan  loss  . 

4.38 

4.19 

4.14 

2.49 

1.47 

1.21 

First  Quarter: 

Net  income . 

3.33 

2.96 

3.97 

6.33 

6.52 

6.68 

Net  interest  income . 

16.91 

17.33 

19.04 

20.05 

20.39 

21.39 

Noninterest  income . 

8.64 

8.93 

9.89 

10.74 

11.29 

12.01 

Noninterest  expense . 

16.98 

17.96 

19.23 

21.21 

20.50 

21.62 

Loan  loss  provision . 

4.12 

4.62 

4.79 

2.80 

1.45 

1.27 

Gains  on  securities  sales,  net  . 

0.07 

0.27 

0.68 

0.53 

0.36 

-0.08 

Extraordinary  income,  net  . 

0.11 

0.34 

0.11 

1.51 

-0.04 

-0.00 

Net  loan  loss . 

4.38 

4.19 

4.14 

2.49 

1.47 

1.21 

Performance  Ratios  (%) 

Year-to-Date: 

Return  on  equity . 

11.49 

9.73 

12.28 

17.15 

15.81 

15.48 

Return  on  assets . 

0.68 

0.60 

0.80 

1.28 

1.23 

1.20 

Net  interest  margin . 

3.44 

3.52 

3.84 

4.05 

3.84 

3.84 

Loss  provision  to  loans . 

1.30 

1.45 

1.57 

0.95 

0.46 

0.37 

Net  loan  loss  to  loans . 

1.39 

1.32 

1.35 

0.84 

0.46 

0.35 

Noncurrent  loans  to  loans  . 

3.33 

4.34 

4.07 

3.19 

1.93 

1.32 

Loss  reserves  to  loans . 

2.52 

2.64 

2.84 

2.79 

2.48 

2.21 

Loss  reserves  to  noncurrent  loans . 

75.72 

60.88 

69.65 

87.37 

128.58 

167.53 

Loans  to  assets . 

64.35 

64.86 

61.31 

59.70 

58.78 

61.62 

Loans  to  deposits . 

84.80 

83.01 

77.87 

77.94 

81.25 

87.78 

Equity  to  assets . 

6.00 

6.26 

6.60 

7.65 

7.70 

7.79 

Estimated  leverage  ratio . 

5.79 

5.90 

6.25 

7.10 

7.36 

7.53 

Estimated  risk-based  capital  ratio . 

8.64 

9.32 

10.36 

12.03 

12.63 

12.58 

Note:  0.00  or  -0.00  indicates  a  gain/loss  of  less  than  $5  million. 
1995  data  are  preliminary. 
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Aggregate  condition  data  for  national  banks 
(Data  through  first  quarter  of  each  year) 


1990 

1991 

1992 

1993 

1994 

1995 

Balance  Sheet  ($  Billions) 

Assets . 

1,977.12 

1,957.26 

1,985.97 

1,985.80 

2,168.21 

2,286.20 

Loans  . 

1,272.22 

1,269.51 

1,217.63 

1,185.59 

1,274.45 

1.408  67 

Real  estate  (RE)  . 

475.45 

504.64 

503.48 

494.13 

524.47 

57360 

Commercial  and  industrial  (C&l) . 

391.57 

379.63 

343.37 

331.81 

352.90 

383.05 

Consumer  (cnsmr) . 

246.14 

235.64 

229  69 

227.40 

252.48 

292  66 

Noncurrent  loans . 

42.33 

55.10 

49.60 

37.82 

24  59 

18.58 

Noncurrent  RE  loans . 

17.18 

28.13 

27.07 

22.07 

14  78 

1091 

Noncurrent  C&l  loans . 

14.08 

18.57 

15.33 

10.15 

5.63 

3.82 

Noncurrent  cnsmr  loans  . 

3.08 

3.37 

3.44 

3.10 

2.84 

3.14 

Other  real  estate  owned . 

9.15 

16.44 

18.43 

16.44 

9.73 

4  99 

Securities  not  in  trading  account*  . 

303.96 

323.26 

372.78 

419.93 

446.63 

401.23 

Total  liabilities . 

1,858.38 

1 ,834.69 

1,854.96 

1,833.94 

2,001.29 

2.108.15 

Total  deposits . 

1,500.25 

1,529.32 

1,563.58 

1,521.20 

1,568.57 

1,604.82 

Domestic  deposits . 

1,294.23 

1,335.51 

1,368.05 

1,328.40 

1,340.53 

1,323.76 

Loan  loss  reserve . 

32.06 

33.55 

34.55 

33.04 

31.62 

31.13 

Equity  capital . 

118.66 

122.56 

131.00 

151.85 

166.92 

178.05 

Total  capital . 

142.76 

149.53 

156.98 

178.84 

198.91 

212.37 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

-2.45 

-30.22 

0.72 

-20.98 

66.18 

28.55 

Loans  . 

-1.90 

-9.07 

-13.63 

-9.49 

3.78 

24.24 

Noncurrent  loans . 

1.32 

3.27 

-0.80 

-2.29 

-1.73 

0.71 

Other  real  estate  owned . 

-0.07 

1.99 

0.76 

-0.72 

-0.77 

-1.04 

Securities  not  in  trading  account*  . 

9.48 

10.32 

12.57 

16.09 

9.52 

-13.11 

Total  liabilities . 

-7.18 

-32.56 

-3.07 

-27.78 

64.25 

23.49 

Total  deposits . 

-5.37 

-29.24 

-9.66 

-30.49 

-8.50 

-25.18 

Loan  loss  reserve . 

-0.39 

-0.68 

0.70 

-0.02 

0.06 

0.07 

Equity  capital . 

4.74 

2.34 

3.78 

6.79 

1.93 

5.06 

Total  capital . 

0.00 

2.42 

3.44 

5.38 

3.73 

3.10 

First  Quarter  Changes: 

Assets . 

-2.45 

-30.22 

0.72 

-20.98 

66.18 

28.55 

Loans  . 

-1.90 

-9.07 

-13.63 

-9.49 

3.78 

24.24 

Noncurrent  loans . 

1.32 

3.27 

-0.80 

-2.29 

-1.73 

0.71 

Other  real  estate  owned . 

-0.07 

1.99 

0.76 

-0.72 

-0.77 

-1.04 

Securities  not  in  trading  account*  . 

9.48 

10.32 

12.57 

16.09 

9.52 

-13.11 

Total  liabilities . 

-7.18 

-32.56 

-3.07 

-27.78 

64.25 

23.49 

Total  deposits . 

-5.37 

-29.24 

-9.66 

-30.49 

-8.50 

-25.18 

Loan  loss  reserve . 

-0.39 

-0.68 

0.70 

-0.02 

0.06 

0.07 

Equity  capital . 

4.74 

2.34 

3.78 

6.79 

1.93 

5.06 

Total  capital . 

0.00 

2.42 

3.44 

5.38 

3.73 

3.10 

‘Beginning  in  1994,  securities  classified  by  banks  as  “held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  ''available-for-sale”  are  valued  at 
their  current  fair  value. 

Note:  1995  data  are  preliminary. 
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Aggregate  performance  data  for  national  banks  by  size 
(Data  through  first  quarter  of  each  year) 


$100M-$1B 

$1B-$10B 

Over  $1  OB 

Total 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

Industry  Structure 

Number  of  banks  . 

1,946 

1,729 

1,099 

1,038 

173 

173 

37 

41 

3,255 

2,981 

Number  of  banks  with  losses 

116 

63 

28 

22 

4 

4 

0 

1 

148 

90 

Number  of  failed/assisted  banks . 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Income  Statement  ($  Billions) 

Year-to-Date 

Net  income  . 

0.27 

0.25 

0.93 

0.86 

2.28 

2.01 

3.04 

3.56 

6.52 

6.68 

Net  interest  income  . 

0.97 

0.92 

3.05 

2.99 

6.50 

6.33 

9.87 

11.15 

20.39 

21.39 

Noninterest  income 

0.36 

0.34 

1.06 

1.04 

3.75 

3.43 

6.13 

7.20 

11.29 

12.01 

Noninterest  expense . 

0.93 

0.87 

2.63 

2.56 

6.39 

6.03 

10.55 

12.16 

20.50 

21.62 

Loan  loss  provision . 

0.02 

0.02 

0.13 

0.16 

0.50 

0.60 

0.79 

0.49 

1.45 

1.27 

Gains  on  securities  sales,  net 

0.01 

-0.01 

0.03 

-0.02 

0.09 

-0.06 

0.23 

0.01 

0.36 

-0.08 

Extraordinary  income,  net  . 

0.00 

0.00 

0.00 

0.00 

-0.01 

0.00 

-0.03 

-0.01 

-0.04 

-0.00 

Net  loan  loss  . 

002 

0.01 

0.10 

0.13 

0.59 

0.49 

0.76 

0.58 

1.47 

1.21 

First  Quarter: 

Net  income  . 

0.27 

0.25 

0.93 

0.86 

2.28 

2.01 

3,04 

3.56 

6.52 

6.68 

Net  interest  income . 

0.97 

0.92 

3.05 

2.99 

6.50 

6.33 

9.87 

11.15 

20.39 

21.39 

Noninterest  income . 

0.36 

0.34 

1.06 

1.04 

3.75 

3.43 

6.13 

7.20 

11.29 

12.01 

Noninterest  expense . 

0.93 

0.87 

2.63 

2.56 

6.39 

6.03 

10.55 

12.16 

20.50 

21.62 

Loan  loss  provision  . 

0.02 

0.02 

0.13 

0.16 

0.50 

0.60 

0.79 

0.49 

1.45 

1.27 

Gains  on  securities  sales,  net  . 

0.01 

-0.01 

003 

-0.02 

0.09 

-0.06 

0.23 

0.01 

0  36 

-0.08 

Extraordinary  income,  net  . 

0.00 

0.00 

0.00 

0.00 

-0.01 

0.00 

-0.03 

-0.01 

-0.04 

-0.00 

Net  loan  loss . 

0.02 

0.01 

0.10 

0.13 

0.59 

0.49 

0.76 

0.58 

1.47 

1.21 

Performance  Ratios  (%) 

Year-to-Date 

Return  on  equity . 

11.80 

11.94 

14.71 

14.38 

19.07 

17.29 

14.70 

15.19 

15.81 

15.48 

Return  on  assets . 

1.14 

1.19 

1.29 

1.30 

1.52 

1.38 

1.06 

1.10 

1.23 

1.20 

Net  interest  margin . 

4.16 

4.40 

4.24 

4.49 

4.34 

4.34 

3.45 

3.45 

3.84 

3.84 

Loss  provision  to  loans . 

0.20 

0.21 

0.32 

0.40 

0.55 

0.64 

0.46 

0.25 

0.46 

0.37 

Net  loan  loss  to  loans . 

0.13 

0.13 

0.25 

0.32 

0.64 

0.52 

0.44 

0.29 

0.46 

0.35 

Noncurrent  loans  to  loans  . 

1.42 

1.19 

1.27 

0.97 

1.75 

0.98 

2.21 

1.55 

1.93 

1.32 

Loss  reserves  to  loans . 

1.71 

1.56 

1.83 

1.64 

2.63 

2.19 

2.62 

2.37 

2.48 

2.21 

Loss  reserves  to  noncurrent  loans . 

120.59 

130.88 

143.33 

169.31 

149.69 

222.90 

118.08 

152.43 

128.58 

167.53 

Loans  to  assets . 

50.71 

54.01 

57.71 

61.05 

60.78 

65.32 

58.66 

60.59 

58.78 

61.62 

Loans  to  deposits . 

57.86 

62.14 

68.91 

73.62 

82.40 

91.70 

86.74 

91.56 

81.25 

87.78 

Equity  to  assets . 

9.72 

10.15 

8.87 

9.21 

8.02 

8.13 

7.09 

7.21 

7.70 

7.79 

Estimated  leverage  ratio  . 

9.65 

10.33 

8.70 

9.21 

7.67 

7.82 

6.68 

6.87 

7.36 

7.53 

Estimated  risk-based  capital  ratio . 

18.45 

18.73 

15.14 

15.44 

13.00 

12.60 

11.65 

11.82 

12.63 

12.58 

Note:  1995  data  are  preliminary  0.00  or  -0.00  indicates  a  gain/loss  of  less  than  $5  million.  Numbers  may  not  add  to  total  due  to  rounding. 
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Aggregate  condition  data  for  national  banks  by  size 
(Data  through  first  quarter  of  each  year) 


Under  $  100M 

SIOOM-SIB 

$1B-$10B 

Over  $1  OB 

Total 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

Balance  Sheet  ($  Billions) 

Assets . 

93.83 

83.45 

288.83 

268.39 

602.15 

586.59 

1,183.40 

1,347.77 

2.16821 

2,286.20 

Loans  . 

47.58 

45.07 

166.67 

163.84 

365.99 

383.15 

694.21 

816.60 

1,274.45 

1,408  67 

Real  estate  (RE)  . 

26.37 

25.37 

91.99 

90.13 

150.76 

153.06 

255.35 

305.04 

524  47 

57360 

Commercial  and  industrial  (C&l) . 

8.10 

7.50 

28.54 

27.35 

81.52 

81.21 

234.74 

267  00 

352.90 

383.05 

Consumer  (cnsmr) . 

7.96 

7.31 

37.06 

37.90 

106.68 

122.26 

100.77 

125.19 

252.48 

292.66 

Noncurrent  loans . 

0.67 

0.54 

2.12 

1.59 

6.42 

3.76 

15.38 

12.69 

24  59 

18  58 

Noncurrent  RE  loans . 

0.36 

0.27 

1.23 

0.92 

3.86 

1.92 

9.33 

7.81 

14.78 

10.91 

Noncurrent  C&l  loans . 

0.27 

0.22 

0.64 

0.44 

1.28 

0.66 

3.45 

2.50 

5.63 

3.82 

Noncurrent  cnsmr  loans  .  . 

0.05 

0.05 

0.21 

0.22 

1.06 

1.05 

1.51 

1.83 

2.84 

3.14 

Other  real  estate  owned . 

0.29 

0.22 

0.78 

0.47 

1.67 

0.72 

6.99 

3.58 

9.73 

4  99 

Securities  not  in  trading  account*  . 

33.81 

28.11 

89.37 

74.66 

147.38 

123.32 

176.06 

175.13 

446.63 

401.23 

Total  liabilities . 

84.71 

74.98 

263.21 

243.67 

553.85 

538.91 

1,099.51 

1,250.59 

2,001.29 

2,108.15 

Total  deposits . 

82.24 

72.53 

241.86 

222.56 

444.14 

417.84 

800.33 

891.89 

1,568.57 

1,604  82 

Domestic  deposits . 

82.24 

72.53 

241.41 

222.16 

435.57 

406.29 

581.31 

622.79 

1,340.53 

1,323  76 

Loan  loss  reserve . 

0.81 

0.70 

3.05 

2.69 

9.61 

8.39 

18.16 

19.35 

31.62 

31.13 

Equity  capital . 

9.12 

8.47 

25.62 

24.72 

48.30 

47.68 

83.89 

97.17 

166.92 

178.05 

Total  capital . 

9.60 

9.05 

26.95 

26.49 

54.08 

53.58 

108.27 

123.24 

198.91 

212.37 

Balance  Sheet  Changes  Billions) 

Year-to-Date  Changes: 

Assets . 

-1.70 

-3.13 

-2.26 

-10.50 

-6.56 

-14.46 

76.70 

56.64 

66  18 

28.55 

Loans  . 

-0.73 

-1.35 

-0.70 

-4.37 

-5.68 

0.70 

10.89 

29.26 

3.78 

24.24 

Noncurrent  loans . 

-0.03 

0.01 

-0.13 

-0.01 

-0.23 

-0.08 

-1.35 

0.80 

-1.73 

0.71 

Other  real  estate  owned . 

-0.03 

-0.01 

-0.10 

-0.05 

-0.30 

-0.10 

-0.33 

-0.87 

-0.77 

-1.04 

Securities  not  in  trading  account* . 

-0.04 

-1.33 

0.70 

-4.46 

1.01 

-4.37 

7.84 

-2.95 

9.52 

-13.11 

Total  liabilities . 

-1.62 

-3.19 

-2.71 

-10.91 

-6.30 

-15.41 

74.87 

53.00 

64.25 

23.49 

Total  deposits . 

-1.65 

-2.78 

-3.87 

-9.74 

-9.40 

-9.98 

6.42 

-2.67 

-8.50 

-25.18 

Loan  loss  reserve . 

-0.02 

-0.02 

-0.11 

-0.05 

-0.09 

0.07 

0.29 

0.07 

0.06 

0.07 

Equity  capital . 

-0.08 

0.06 

0.45 

0.41 

-0.27 

0.95 

1.83 

3.64 

1.93 

5.06 

Total  capital . 

-0.05 

-0.14 

0.30 

-0.09 

0.27 

0.43 

3.21 

2.89 

3.73 

3.10 

First  Quarter  Changes: 

Assets . 

-1.70 

-3.13 

-2.26 

-10.50 

-6.56 

-14.46 

76.70 

56.64 

66.18 

28.55 

Loans  . 

-0.73 

-1.35 

-0.70 

-4.37 

-5.68 

0.70 

10.89 

29.26 

3.78 

24.24 

Noncurrent  loans . 

-0.03 

0.01 

-0.13 

-0.01 

-0.23 

-0.08 

-1.35 

0.80 

-1.73 

0.71 

Other  real  estate  owned . 

-0.03 

-0.01 

-0.10 

-0.05 

-0.30 

-0.10 

-0.33 

-0.87 

-0.77 

-1.04 

Securities  not  in  trading  account*  . 

-0.04 

-1.33 

0.70 

-4.46 

1.01 

-4.37 

7.84 

-2.95 

9.52 

-13.11 

Total  liabilities . 

-1.62 

-3.19 

-2.71 

-10.91 

-6.30 

-15.41 

74.87 

53.00 

64.25 

23.49 

Total  deposits . 

-1.65 

-2.78 

-3.87 

-9.74 

-9.40 

-9.98 

6.42 

-2.67 

-8.50 

-25.18 

Loan  loss  reserve . 

-0.02 

-0.02 

-0.11 

-0.05 

-0.09 

0.07 

0.29 

0.07 

0.06 

0.07 

Equity  capital . 

-0.08 

0.06 

0.45 

0.41 

-0.27 

0.95 

1.83 

3.64 

1.93 

5  06 

Total  capital . 

-0.05 

-0.14 

0.30 

-0.09 

0.27 

0.43 

3.21 

2.89 

3.73 

3.10 

‘Beginning  in  1994,  securities  classified  by  banks  as  ‘'held-to-maturity”  are  valued  at  their  amortized  cost,  and  securities  classified  as  "available-for-sale"  are  valued 
at  their  current  fair  value. 

Note:  1995  data  are  preliminary.  Numbers  may  not  add  to  total  due  to  rounding. 
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Aggregate  performance  data  for  national  banks  by  region 
(Data  through  first  quarter  of  1995) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Total 

Industry  Structure 

Number  of  banks 

341 

399 

634 

536 

735 

336 

2,981 

Number  of  banks  with  losses . 

7 

15 

17 

11 

14 

26 

90 

Number  of  failed/assisted  banks 

0 

0 

0 

0 

0 

0 

0 

Income  Statement  ($  Billions) 

Year-to-Date: 

Net  income . 

2.07 

1.10 

1.03 

0.57 

0.53 

1.38 

6.68 

Net  interest  income  . 

6.69 

3.64 

3.31 

1.59 

1.94 

4.22 

21.39 

Noninterest  income . 

4.60 

1.62 

1.28 

1.16 

0.93 

2.42 

12.01 

Noninterest  expense 

7.47 

3.47 

2.87 

1.71 

2.06 

4.04 

21.62 

Loan  loss  provision 

0.51 

0.11 

0.18 

0.14 

0.05 

0.28 

1.27 

Gains  on  securities  sales,  net . 

0.03 

-0.01 

-0.02 

-0.02 

-0.03 

-0.04 

-0.08 

Extraordinary  income,  net . 

0.00 

0.00 

-0.01 

-0.00 

-0.00 

0.00 

-0.00 

Net  loan  loss . 

0.51 

0.14 

0.14 

0.14 

0.04 

0.23 

1.21 

First  Quarter: 

Net  income . 

2.07 

1.10 

1.03 

0.57 

0.53 

1.38 

6.68 

Net  interest  income . 

6.69 

3.64 

3.31 

1.59 

1.94 

4.22 

21.39 

Noninterest  income . 

4.60 

1.62 

1.28 

1.16 

0.93 

2.42 

12.01 

Noninterest  expense . 

7.47 

3.47 

2.87 

1.71 

2.06 

4.04 

21,62 

Loan  loss  provision . 

0.51 

0.11 

0.18 

0.14 

0.05 

0.28 

1.27 

Gains  on  securities  sales,  net  . 

0.03 

-0.01 

-0.02 

-0.02 

-0.03 

-0.04 

-0.08 

Extraordinary  income,  net . 

0.00 

0.00 

-0.01 

-0.00 

-0.00 

0.00 

-0.00 

Net  loan  loss . 

0.51 

0.14 

0.14 

0.14 

0.04 

0.23 

1.21 

Performance  Ratios  (%) 

Year-to-Date: 

Return  on  equity . 

14.23 

15.49 

15.20 

19.65 

12.58 

18.12 

15.48 

Return  on  assets . 

1.09 

1.12 

1.19 

1.53 

1.00 

1.49 

1.20 

Net  interest  margin . 

3.54 

3.68 

3.84 

4.24 

3.69 

4.55 

3.84 

Loss  provision  to  loans . 

0.46 

0.19 

0.33 

0.58 

0.16 

0.44 

0.37 

Net  ban  loss  to  loans . 

0.46 

0.23 

0.26 

0.60 

0.15 

0.36 

0.35 

Noncurrent  loans  to  loans  . 

1.97 

0.91 

0.85 

0.86 

0.86 

1.36 

1.32 

Loss  reserves  to  loans . 

2.56 

1.83 

1.85 

1.84 

1.59 

2.70 

2.21 

Loss  reserves  to  noncurrent  loans  .  . 

129.99 

201.87 

217.00 

213.92 

183.88 

197.75 

167.53 

Loans  to  assets . 

58.56 

61.75 

62.73 

63.69 

55.51 

69.30 

61.62 

Loans  to  deposits . 

87.43 

88.76 

86.68 

92.48 

70.45 

97.33 

87.78 

Equity  to  assets . 

7.70 

7.27 

7.93 

7.99 

8  08 

8.18 

7.79 

Estimated  leverage  ratio . 

7.46 

7.06 

7.82 

7.89 

7.82 

7.61 

7.53 

Estimated  risk-based  capital  ratio . 

12.87 

11.64 

12.62 

13.07 

13.35 

12.39 

12.58 

Note:  1995  data  are  preliminary.  0.00  or  -0.00  indicates  a  gain/loss  of  less  than  $5  million.  Numbers  may  not  add  to  total  due  to  rounding. 
Financial  and  Statistical  Analysis  (06/09/95) 
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Aggregate  condition  data  for  national  banks  by  region 
(Data  through  first  quarter  of  1995) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Total 

Balance  Sheet  ($  Billions) 

Assets . 

777.31 

418.94 

348.78 

150.20 

212.01 

378  97 

2,286  20 

Loans  . 

455.18 

258  71 

218.80 

95.67 

117  69 

262.63 

1  408  67 

Real  estate  (RE) . 

163.56 

123.89 

92.19 

32.15 

51.50 

110  31 

573.60 

Commercial  and  industrial  (C&l) . 

144.87 

62.26 

55.43 

23.04 

33  89 

63  56 

383  05 

Consumer  (cnsmr) . 

87.04 

47.81 

52.79 

28.39 

22.44 

54.19 

292.66 

Noncurrent  loans . 

8.95 

2.34 

1.87 

0.82 

1.02 

3.58 

18  58 

Noncurrent  RE  loans . 

5.15 

1.56 

0.99 

0.29 

0.54 

2.39 

10.91 

Noncurrent  C&l  loans . 

1.67 

0.51 

0.50 

0.21 

0.33 

0.60 

3.82 

Noncurrent  cnsmr  loans  . 

1.74 

0.23 

0.33 

0.28 

0.11 

0.45 

3.14 

Other  real  estate  owned . 

2.56 

0.70 

0.31 

0.15 

0.27 

1.00 

4.99 

Securities  not  in  trading  account*  . 

115.92 

81.23 

63.50 

32.91 

63.99 

43.68 

401.23 

Total  liabilities . 

717.47 

388.50 

321.12 

138.20 

194.87 

347.98 

2,108.15 

Total  deposits . 

520.60 

291.47 

252.42 

103.45 

167.05 

269.83 

1,604.82 

Domestic  deposits . 

329.53 

270.05 

229.68 

102.19 

162.31 

230.01 

1,323.76 

Loan  loss  reserve . 

11.63 

4.73 

4.05 

1.76 

1.87 

7.08 

31.13 

Equity  capital . 

59.83 

30.44 

27.66 

12.00 

17.13 

30.99 

178.05 

Total  capital . 

75.13 

34.81 

32.87 

14.17 

18.10 

37.29 

212.37 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

10.62 

32.81 

-25.73 

-0.28 

2.35 

8.78 

28.55 

Loans . 

1.49 

22.02 

-11.36 

2.00 

3.80 

6.29 

24.24 

Noncurrent  loans . 

0.53 

0.36 

-0.04 

-0.05 

0.08 

-0.17 

0.71 

Other  real  estate  owned . 

-0.86 

-0.04 

-0.09 

0.00 

-0.06 

0.01 

-1.04 

Securities  not  in  trading  account*  . 

-4.61 

3.58 

-9.65 

-0.38 

1.26 

-3.31 

-13.11 

Total  liabilities . 

9.52 

30.06 

-25.08 

-0.79 

1.62 

8.16 

23.49 

Total  deposits . 

-10.01 

14.85 

-22.73 

-1.90 

-1.77 

-3.61 

-25.18 

Loan  loss  reserve . 

-0.43 

0.56 

-0.17 

0.00 

0.02 

0.10 

0.07 

Equity  capital . 

1.10 

2.75 

-0.65 

0.52 

0.73 

0.62 

5.06 

Total  capital . 

1.24 

2.11 

-1.97 

0.24 

0.47 

1.01 

3.10 

First  Quarter  Changes: 

Assets . 

10.62 

32.81 

-25.73 

-0.28 

2.35 

8.78 

28.55 

Loans . 

1.49 

22.02 

-11.36 

2.00 

3.80 

6.29 

24.24 

Noncurrent  loans . 

0.53 

0.36 

-0.04 

-0.05 

0.08 

-0.17 

0.71 

Other  real  estate  owned . 

-0.86 

-0.04 

-0.09 

0.00 

-0.06 

0.01 

-1.04 

Securities  not  in  trading  account*  . 

-4.61 

3.58 

-9.65 

-0.38 

1.26 

-3.31 

-13.11 

Total  liabilities . 

9.52 

30.06 

-25.08 

-0.79 

1.62 

8.16 

23.49 

Total  deposits . 

-10.01 

14.85 

-22.73 

-1.90 

-1.77 

-3.61 

-25.18 

Loan  loss  reserve . 

-0.43 

0.56 

-0.17 

0.00 

0.02 

0.10 

0.07 

Equity  capital . 

1.10 

2.75 

-0.65 

0.52 

0.73 

0.62 

5.06 

Total  capital . 

1.24 

2.11 

-1.97 

0.24 

0.47 

1.01 

3.10 

‘Beginning  in  1994,  securities  classified  by  banks  as  “held-to-maturity”  are  valued  at  their  amortized  cost,  and  securities  classified  as  “available-for-sale"  are  valued 
at  their  current  fair  value. 

Note:  1995  data  are  preliminary.  0.00  or  -0.00  indicates  a  gain/loss  of  less  than  $5  million.  Numbers  may  not  add  to  total  due  to  rounding. 
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Glossary 


Definitions 

Commercial  Real  Estate  Loans:  Loans  secured  by  nonfarm,  nonresidential  properties. 

Construction  Loans:  Loans  for  construction  and  land  development. 

Extraordinary  Income,  Net:  Net  after-tax  income  from  events  and  transactions  that  are  “unusual  and  infrequent. 

Failed/Assisted  Banks:  National  banks  that  have  been  closed  by,  or  have  received  financial  assistance  from,  the  Federal 
Deposit  Insurance  Corporation  (FDIC). 

Gains  on  Securities  Sales  Net:  Net  pre-tax  realized  gains  (losses)  on  securities  not  held  in  trading  account. 

Leverage  Ratio:  Ratio  of  estimated  Tier  1  capital  to  estimated  tangible  total  assets. 

Loans:  Total  loans  and  leases  less  unearned  income. 

Net  Loan  Losses:  Total  loans  and  leases  charged  off  (removed  from  balance  sheet  because  of  uncollectibility)  during 
the  period,  less  amounts  recovered  on  loans  and  leases  previously  charged  off. 

Loan  Loss  Reserve:  The  allowance  for  loan  and  lease  losses. 

National  Banks:  Nationally  chartered  commercial  banks,  trust  companies  without  deposits,  nonbank  banks,  and  credit 
card  banks  in  the  United  States  and  its  territories  that  are  insured  by  either  the  Bank  Insurance  Fund  or  the  Savings 
Association  Insurance  Fund  of  the  FDIC  and  filed  a  call  report. 

Noncurrent  Loans:  The  sum  of  loans  and  leases  90  days  or  more  past  due  plus  nonaccrual  loans. 

Net  Interest  Margin:  Net  interest  income  as  a  percent  of  average  assets. 

Other  Real  Estate  Owned  (OREO):  Real  estate  acquired  by  a  bank  for  debts  previously  contracted  (i.e.,  foreclosed  real 
estate).  Also  includes  property  formerly  used  or  intended  for  use  for  banking  purposes. 

Regions:  Northeastern  (NE)  —  Connecticut,  Delaware,  District  of  Columbia,  Maine,  Maryland,  Massachusetts,  New 
Hampshire,  New  Jersey,  New  York,  Pennsylvania,  Puerto  Rico,  Rhode  Island,  Vermont,  Virgin  Islands;  Southeastern  (SE) 

—  Alabama,  Florida,  Georgia,  Mississippi,  North  Carolina,  South  Carolina,  Tennessee,  Virginia,  West  Virginia;  Central  (CE) 

—  Illinois,  Indiana,  Kentucky,  Michigan,  Ohio,  Wisconsin;  Midwestern  (MW)  —  Iowa,  Kansas,  Minnesota,  Missouri, 
Nebraska,  North  E)akota,  South  Dakota;  Southwestern  (SW)  —  Arkansas,  Louisiana,  New  Mexico,  Oklahoma,  Texas; 
Western  (WE)  —  Alaska,  Arizona,  California,  Colorado,  Guam,  Hawaii,  Idaho,  Montana,  Nevada,  Oregon,  Utah, 
Washington,  Wyoming.  Each  bank  in  a  multinational  bank  holding  company  is  included  in  the  region  in  which  the  bank 
is  located. 

Residential  Real  Estate:  Loans  secured  by  one-  to  four-family  and  multifamily  (five  or  more)  residential  properties. 
Risk-based  Capital  Ratio:  Ratio  of  estimated  total  capital  to  estimated  risk-weighted  assets. 

Securities  Not  in  Trading  Account:  Total  securities  excluding  those  held  in  trading  accounts.  Beginning^  1 994,  securities 
classified  by  banks  as  "held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  as  "available-for-sale" 
are  valued  at  their  current  fair  value. 

Total  Capital:  The  sum  of  Tier  1  and  Tier  2  capital.  Tier  1  capital  consists  of  common  shareholders  equity,  perpetual 
preferred  shareholders  equity  with  noncumulative  dividends,  retained  earnings,  and  minority  interests  in  the  equity 
accounts  of  consolidated  subsidiaries.  Tier  2  capital  consists  of  subordinated  debt,  intermediate-term  preferred  stock, 
cumulative  and  long-term  preferred  stock,  and  a  portion  of  a  bank's  allowance  for  loan  and  lease  losses. 


Computation  Methodology 

Current  quarter  income  statement  items  were  calculated  by  summing  the  difference  between  the  year-to-date  and  previous 
quarter  numbers  of  each  item  for  all  banks  that  filed  a  current  quarter  call  report.  For  performance  ratios  constructed  by 
d>  /idmg  an  income  statement  (flow)  item  by  a  balance  sheet  (stock)  item,  the  income  statement  item  for  the  period  was 
annua  /ed  (multiplied  by  the  number  of  periods  in  a  year)  and  the  average  of  the  balance  sheet  item  for  the  period 
(begmr,  •  g  of  period  amount  plus  end-of-period  amount  divided  by  two)  was  used. 
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Using  Statistical  Techniques  to  Evaluate  Fair 
Lending  Practices  at  National  Banks 


by  Marsha  Courchane  and  Marfa  Gloria  Cobas 
Economic  and  Policy  Analysis 

Introduction 

Fair  lending  laws  seek  to  prevent  discrimination  in 
credit  transactions.  They  prohibit  covered  entities,  such 
as  national  banks,  from  refusing  to  grant  credit  based 
on  certain  customer  characteristics  or  factors  unrelated 
to  credit-worthiness.  The  Equal  Credit  Opportunity  Act 
(ECOA)  prohibits  a  lender  from  discriminating,  treating 
an  applicant  less  favorably  than  other  applicants,  in  any 
aspect  of  a  credit  transaction,  based  on  prohibited 
characteristics  that  include  race  or  national  origin  or 
age. 1  The  Fair  Housing  Act  (FHA)  specifically  prohibits 
discrimination  in  residential  real  estate  lending.2  Both 
statutes  apply  to  conventional  mortgage  purchase 
loans.  Only  ECOA  applies  to  consumer  loans  unrelated 
to  housing. 

Many  current  assessments  of  fair  lending  focus  on 
home  mortgage  lending,  because  systematic  data  (re¬ 
quired  by  the  Home  Mortgage  Disclosure  Act,  or 
HMDA)  are  available  across  institutions.  The  HMDA 
data  can  be  used  to  determine  whether  applicants  with 
similar  credit  profiles  received  comparable  treatment 
by  lending  institutions.  The  frequently  cited  1992  study 
of  mortgage  discrimination  conducted  at  the  Federal 
Reserve  Bank  of  Boston3  used  the  HMDA  data  in  a  logit 
regression  framework  to  model  the  pattern  in  which 
banks  approved  or  denied  applications  for  mortgage 
loans. 

The  Boston  Fed  study  spurred  researchers  to  develop 
other  models  that  attempt  to  detect  mortgage  discrimi¬ 
nation.  The  studies  differ  with  respect  to  which  explana¬ 
tory  variables  are  used  to  model  the  financial 
institution’s  approval/rejection  decision,  as  well  as  the 
particular  sample  of  loans  analyzed.  The  Boston  Fed 
study  analyzed  the  approval/rejection  decision  of  sev¬ 
eral  institutions  in  the  same  geographic  region,  while 
other  studies  focused  on  individual  institutions.  Re¬ 
searchers  have  also  analyzed  the  default  rates  of  loans 


'See  15  U.S.C.  1691(a),  12  CFR  202.4  and  also  12  CFR  202.6  for 

age  discrimination 
;'See  42  U.S.C.  3605(a). 

3Munnell,  Alicia,  Lynn  Browne,  James  McEneaney,  and  Geoffrey 
Tootell  "Mortgage  Lending  in  Boston:  Interpreting  HMDA  Data." 

Federal  Reserve  Bank  of  Boston  Working  Paper  92-7.  October  1992. 


granted.  Although  mortgage  lending  remains  an  impor¬ 
tant  area  for  research  in  bank  lending  practices,  other 
equally  important  areas  can  also  be  analyzed  using 
similar  statistical  techniques. 

Over  the  course  of  the  last  1 8  months,  OCC  economists 
have  conducted  statistical  analyses  of  bank  lending 
practices  in  a  variety  of  situations  in  which  bank  exam¬ 
iners  questioned  an  institution’s  compliance  with  fair 
lending  laws.  These  studies  ranged  from  an  analysis  of 
mortgage  lending  at  a  multinational  bank  to  an  analysis 
of  small  consumer  loans  at  a  small  community  bank. 
They  incl  uded  examinations  of  overages  on  home  mort¬ 
gages,  sampling  procedures  in  mortgage  discrimina¬ 
tion  analysis,  credit  scoring  models,  and  loan  pricing 
models.  In  addition,  OCC  economists  examined  the 
lending  policies  of  three  national  banks  using  bank- 
specific  models  that  extended  the  Boston  Fed  model.4 

This  article  discusses  the  different  issues  involved  in 
the  fair  lending  cases  in  which  OCC  economists  par¬ 
ticipated  and  the  analytical  methods  used.  The  four 
cases  presented  here  illustrate  how  statistical  tech¬ 
niques  can  be  used  to  evaluate  lending  practices, 
including  consumer  lending,  credit  scoring,  mortgage 
lending,  mortgage  pricing,  and  the  mortgage  loan  ap¬ 
plication  process.  To  preserve  the  confidentiality  of  the 
national  banks  involved  in  these  cases,  none  is  identi¬ 
fied  by  name. 

Case  I:  Analysis  of  Consumer  Lending 

In  Case  I ,  examiners  reported  that  a  bank  was  charging 
a  minority  group  higher  rates  on  consumer  loans  than 
those  charged  whites  with  similar  credit  profiles.  In 
particular,  the  examiners  noted  that  whites  with  poor 
credit  profiles  were  charged  relatively  lower  rates  than 
minorities  with  similar  profiles.  The  bank  acknowledged 
that  minorities  were  charged  higher  rates,  but  argued 
that  legitimate  business  concerns  prompted  those 
rates.  Specifically,  the  bank  indicated  that  differences 
in  loan  amount  and  loan  duration,  as  well  as  the  credit 
risk  of  the  borrower,  accounted  for  the  interest  rate 
disparities.  The  bank  suggested  that  because  loans  to 
this  minority  group  were,  in  general,  relatively  small  and 


4Glennon,  D.,  and  M  Stengel  "Evaluating  Statistical  Models  of 
Mortgage  Lending  Discrimination  A  Bank-Specific  Analysis  "  Office 
of  the  Comptroller  of  the  Currency,  Economic  &  Policy  Analysis 
Working  Paper  95-3  May  1995 


13 


of  short  duration,  it  was  reasonable  for  the  average 
interest  rate  charged  minorities  to  be  higher  than  the 
average  rate  charged  whites.  Thus,  according  to  the 
bank,  the  difference  in  interest  rates  charged  could  be 
explained  by  differences  in  loan  and/or  borrower  char¬ 
acteristics  other  than  race.  We  tested  the  validity  of 
some  of  these  assertions  by  analyzing  a  sample  of 
loans  submitted  by  the  bank  to  OCC  staff. 

Initially,  the  bank  provided  data  on  loan  amount,  loan 
type,  duration,  interest  rate,  and  race  of  the  borrower 
for  a  sample  of  2,342  loans.  There  were  no  data  on 
credit  history  for  this  sample.  These  data  allowed  us  to 
test  whether  loans  to  the  minority  group  were,  as 
claimed  by  the  bank,  significantly  smaller  and  of  shorter 
duration  than  loans  to  whites.  We  also  tested  whether 
the  average  interest  rate  charged  the  minorities  was 
significantly  higher  than  the  average  interest  rate 
charged  whites. 

We  conducted  initial  statistical  tests  using  the  data 
provided  by  the  bank.  Using  a  t-test  for  two  groups, 
minorities  and  whites,  for  each  of  three  variables  — 
interest  rate,  loan  amount,  and  loan  duration5— our 
results  indicated  a  statistically  significant  difference  in 
means  between  the  two  groups  at  a  1  percent  level  of 
significance.  That  is,  based  on  the  differences  in  inter¬ 
est  rates,  loan  amounts,  and  loan  durations  that  we 
observed,  there  was  less  than  a  1  percent  probability 
that  the  two  groups  of  borrowers  came  from  the  same 
population. 

We  ran  separate  chi-square  tests  to  determine  if,  within 
a  particular  loan  category,  differences  in  interest  rates, 
loan  amounts,  and  duration  were  statistically  signifi¬ 
cant.  The  test  results  indicated  that  the  interest  rate 
charged  minorities  was  independent  of  the  rate 
charged  whites,  and  this  finding  of  independence  was 
statistically  significant.  The  test  results  also  indicated 
that  loans  to  minorities  were  smaller  and  of  shorter 
duration  than  loans  to  whites,  and  these  differences 
were  also  statistically  significant. 

We  proceeded  by  investigating  whether  the  relation¬ 
ships  between  interest  rates  and  loan  amounts,  and 
between  interest  rates  and  loan  durations,  were  com¬ 
parable  across  racial  groups.  We  calculated  the  linear 
correlation  coefficient  between  interest  rate  and  loan 
amount,  and  between  interest  rate  and  loan  duration, 
for  each  racial  group.  For  whites,  we  found  a  weak 
negative  correlation  (-.3)  between  interest  rate  and 
loan  amount,  and  virtually  no  correlation  between  inter¬ 
est  rate  and  duration  (.1).  For  minorities,  we  found  a 


The  f-fest  values  were  calculated  for  both  the  assumption  of  equal 
group  variances  and  unequal  group  variances 


weak  negative  correlation  between  both  interest  rate 
and  loan  amount  (-.4)  and  interest  rate  and  duration 
(-4).  Three  of  the  four  correlation  coefficients  had 
negative  signs,  and  were  therefore  consistent  with  the 
bank’s  assertion  that  loan  amount  and  duration  are 
negatively  correlated  with  interest  rate.  However,  all  the 
correlations  were  relatively  weak,  and  the  correlation 
coefficients  among  whites  were  smaller  than  those 
among  minorities. 

It  is  difficult  to  draw  strong  inferences  based  only  on  the 
results  of  our  t-tests,  chi-square  tests,  and  correlation 
coefficients,  because  these  tests  cannot  simultane¬ 
ously  take  into  consideration  the  effects  of  any  other 
variables,  including  the  credit  history  of  the  borrowers. 
Credit  history  data  were  not  included  in  the  initial  data 
provided  by  the  bank.  OCC  staff  traveled  to  the  bank 
and  collected  data  on  credit  history  for  a  random  sam¬ 
ple  of  174  loans.6  We  obtained  data  on  banking  rela¬ 
tionship,  presence  of  collateral,  and  presence  of 
employment  or  income. 

As  mentioned  previously,  the  bank  asserted  that  the 
principal  factors  that  determined  interest  rates  were 
loan  amount,  loan  duration,  and  credit  risk.  We  used 
regression  analysis  to  test  for  the  relative  impact  of  all 
these  variables  on  interest  rates.  Those  results,  shown 
in  Table  1 ,  indicate  that  loan  amount  and  credit  history 
were  important  indicators  of  the  interest  rate  charged, 
but  loan  duration  did  not  have  a  significant  impact  on 
interest  rates.  In  particular,  borrowers  without  jobs, 
without  collateral,  and  without  existing  banking  relation¬ 
ships  (certificates  of  deposit  or  checking  accounts) 
were  charged,  on  average,  higher  interest  rates.  The 
opposite  signs  on  no  income  and  no  employment  were 
surprising. 

Even  after  inclusion  of  the  credit-worthiness  variables, 
the  regression  analysis  suggests  that  the  interest  rate 
charged  to  the  average  minority  borrower  was  3.42 
percentage  points  higher  than  that  charged  to  the 
average  white  borrower. 

The  average  interest  rate  charged  to  the  minority  bor¬ 
rowers  in  our  sample  was  16.06,  while  that  charged 
whites  was  10.5  percent,  a  difference  of  5.56  percent- 


nThe  bank  did  not  have  data  on  credit  risk  available  electronically, 
and  therefore  collecting  such  data  involved  sending  OCC  staff  to  the 
bank  to  collect  the  data  from  paper  documents  The  OCC  decided 
to  collect  this  additional  data  for  a  random  sample  rather  than  the  full 
population  of  loans  due  to  the  costs  of  obtaining  the  data 
However,  borrowers  without  current  employment  or  current  income 
may  have  borrowed  in  anticipation  of  income  Also,  there  is  very  low 
correlation  between  income  and  employment  in  this  sample  Hence, 
having  no  employment  might  lead  to  a  higher  interest  rate.  but. 
depending  on  the  simultaneity  of  the  equations  for  income  determi 
nation,  having  no  income  might  lead  to  a  lower  interest  rate 
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age  points.  The  regression  model  suggests  that,  after 
controlling  for  loan  and  borrower  characteristics,  about 
60  percent  of  the  difference  (3.42  of  5.56  percentage 
points)  remains  unexplained.  The  unexplained  differ¬ 
ence  might  be  the  result  of  racial  factors;  it  might  also 
be  due  to  factors  that  are  correlated  with  race  but 
absent  from  the  model,  or  the  result  of  limitations  in  our 
data.  For  example,  the  model  specification  includes 
primarily  categorical  variables  coded  either  0  or  1.  We 
did  not  incorporate  dollar  values  for  any  of  the  credit 
risk  variables,  because  such  data  were  not  readily 
available  for  the  entire  random  sample  of  borrowers. 

Table  1:  Case  I  Regression  Results 
Dependent  variable:  Interest  Rate  R2=.763 
F-value=39.618  (P=.000) 


Variable 

Note  amount 
Days  to  maturity 
Single  pmt.  loan*3 
Other  loans*b 
No  employment* 

No  income* 

No  collateral* 

Net  loan  renewals0 
No  checking  acct.* 

#  of  pmts.  30+  days  late 
No  CDs* 

Charge-offs* 

Race*d 

Intercept 


Coefficient 

T-value 

-o.ooot 

-3.672 

0.001 

1.710 

-1.263f 

-3.533 

0.281 

0.759 

mot 

3.249 

-1 ,327f 

-3.404 

0.907f 

2.768 

-0.014 

-0.258 

0.658t 

2.503 

0.270 

0.985 

1.394f 

2.632 

0.614 

1.590 

3.41 9f 

8.797 

10.166 

14.437 

Note:  *  indicates  the  variable  is  categorical  rather  than  continuous, 
f  indicates  a  significance  level  of  at  least  5  percent 
aThese  loans  are  comparable  to  personal  installment  loans. 
bThis  category  includes  automobile,  home  improvement,  and  mobile 
home  loans. 

cThe  number  of  loans  made  and  renewed  within  the  previous  two 


'ears. 

Race  equals  1  if  loan  recipient  is  a  minority;  0  otherwise. 


Case  II:  Analysis  of  Credit  Scoring 

In  Case  II,  a  district  office  recommended  that  a  bank 
be  cited  for  a  violation  of  the  ECOA  due  to  overt  age 
discrimination  related  to  the  use  of  a  credit  scoring 
model.8  The  bank  had  purchased  two  different  credit 
scoring  systems  from  a  national  vendor.  The  first  sys¬ 
tem  was  purchased  at  the  time  the  bank  began  its  credit 
card  operations;  the  second  system  was  purchased  a 


few  years  later.  Documents  provided  with  the  pur¬ 
chases  described  the  first  credit  scoring  system  as 
judgmentally  derived  and  the  second  as  empirically 
derived,  and  indicated  that  both  systems  were  statisti¬ 
cally  sound  as  defined  in  the  Federal  Reserve  Board’s 
Regulation  B,  pursuant  to  the  ECOA. j 

Both  scoring  systems  employed  age-related  score- 
cards:  one  for  "young”  applicants  (aged  26  or  younger) 
and  one  for  "mature”  applicants  (aged  27  or  older).  The 
scorecards  included  different  weights  for  the  demo¬ 
graphic  and  credit  characteristics  of  each  applicant.  All 
these  factors  resulted  in  a  credit  score,  the  value  of 
which  determined  whether  or  not  an  applicant  was 
granted  credit. 

Because  age  is  one  of  the  prohibited  bases  covered  by 
the  ECOA,  bank  examiners  were  concerned  that  a 
credit  scoring  model  in  which  age  determined  the  set 
of  weights  assigned  to  an  applicant's  characteristics  — 
and  thereby  determined  an  applicant’s  final  credit 
score  —  might  violate  fair  lending  laws.  Our  task  was 
to  determine  whether  the  second  of  the  two  systems 
was  empirically  derived  and  statistically  sound; 
whether  it  was  possible  to  make  the  judgmental  system 
the  bank  had  been  using  earlier  age-neutral,  and 
whether  either  one  of  the  scoring  systems  could  be 
altered  in  such  a  way  that  it  would  treat  applicants  aged 
over  62  at  least  as  favorably  as  those  under  62,  as 
mandated  by  Regulation  B. 

In  this  case,  we  analyzed  documentation  provided  by 
the  vendor  rather  than  obtaining  the  raw  data  and 
analyzing  it  internally.1 1  This  allowed  us  to  answer  our 
questions  within  a  relatively  short  period  of  time. 

The  first  scoring  system  developed  by  the  vendor  was 
judgmentally  derived.  Because  the  bank  did  not  have 
an  established  credit  card  clientele,  the  vendor  devel¬ 
oped  a  model  for  the  bank  by  customizing  a  model  it 
had  previously  developed  for  other  clients.  The  second 
scoring  system  was  empirically  derived.  In  the  two 
years  following  commencement  of  credit  card  opera¬ 
tions,  the  vendor  accumulated  credit  application  data 
for  the  bank,  then  used  this  bank-specific  information 
to  improve  the  accuracy  of  the  first  scoring  system.  We 
determined  that  this  process  was  appropriate  and  that, 
upon  validation,  the  second  scoring  system  would  be 
considered  statistically  sound. 


^For  a  description  of  various  credit  scoring  models,  see  Lewis, 
Edward,  An  Introduction  to  Credit  Scoring,  1994,  The  Athena  Press, 
San  Rafael,  CA 


JSee  12  CFR  202  for  Regulation  B 

,nAn  age-neutral  system  would  treat  all  applicants  equivalently  with 
respect  to  age. 

nThe  data  sets  used  to  derive  starting  values  for  the  scoring  cards 
are  usually  very  large  data  sets,  since  it  is  the  large  sample  size,  in 
part,  that  renders  the  results  statistically  sound 
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We  turned  to  the  question  of  whether  the  first  system 
could  be  adapted  to  be  age-neutral.  In  the  first  system, 
only  a  few  factors  varied  between  the  young  and  mature 
scorecards  —  specifically,  the  constant  term,  the  cutoff 
value,  the  risk  score  translate  (a  credit  score  assigned 
by  credit  bureaus),  and  the  number  of  points  assigned 
to  length  of  employment,  home  type,  age  of  oldest 
trade,  and  total  number  of  payments  60  or  more  days 
past  due.  With  the  exception  of  the  age  of  the  oldest 
trade,  we  were  able  to  infer  which  point  assignment 
favored  the  young  relative  to  the  mature  applicants  for 
each  of  these  factors.  Because  the  factors  that  differed 
for  the  two  groups  varied  by  different  amounts  and  in 
both  directions,  we  determined  that  age  could  not  be 
neutralized  in  the  judgmental  system.  We  could  easily 
have  determined  which  age  group  was  favored  by  each 
of  the  individual  factor  weights,  but  this  process  would 
not  have  led  to  an  age-neutral  scoring  model. 

We  also  found  that  age  could  not  be  neutralized  in  the 
second,  empirically  derived  scoring  system.  Unlike  the 
judgmental  system,  which  varied  by  age  only  over  a 
small  subset  of  characteristics,  the  second  system 
varied  over  nearly  every  demographic  and  credit  char¬ 
acteristic.  Moreover,  while  the  cutoff  values  remained 
similar  between  the  two  age  groups,  the  constant  terms 
varied  by  a  significant  amount.  Given  the  substantial 
differences  between  both  the  coefficients  (weights) 
and  constant  terms  used  in  the  models  for  the  young 
and  the  mature  groups,  we  were  unable  to  test  the 
model  for  applicants  over  age  62  to  ensure  their  proper 
treatment.  The  bank,  however,  could  test  whether  the 
scorecard  for  the  young  group  was  more  likely  to  ap¬ 
prove  credit  than  that  for  the  mature  group,  for  specific 
applicants.  To  accomplish  this,  we  suggested  that  the 
bank  run  the  data  from  the  applicants  over  age  62 
through  both  scorecards  and  compare  the  results. 

Case  III:  Analysis  of  Mortgage  Pricing 

In  Case  III,  the  OCC  investigated  whether  an  institution 
was  pricing  mortgages  in  a  way  that  discriminated 
against  a  protected  class.  The  case  focused  on 
whether  minorities  were  charged  overages  more  fre¬ 
quently  than  whites  and  whether  minorities  were 
charged,  on  average,  higher  overages  than  whites. 

The  bank  defined  an  overage  as  the  difference  be¬ 
tween  the  buy  price  (the  rate  set  by  the  institution  at 
which  they  can  make  mortgage  loans)  and  the  closing 
price  (the  actual  rate  charged  by  the  institution  to  the 
borrower)  The  loan  officer  and  the  institution  shared 
evenly  the  dollar  amount  of  the  overage,  after  subtract¬ 
ing  a  1  percent  origination  fee,  which  varied  with  the 
amount  of  the  loan  and  with  the  number  of  points 
charged  on  the  loan  Overages  might  have  resulted 
from  the  lender  choosing  a  high  rate,  the  closing  date 


being  changed  due  to  some  unanticipated  event,  or 
geographic  variation  resulting  from  differences  in  com¬ 
petitive  conditions  across  mortgage  markets.  Even  in 
the  absence  of  overage  practices  at  a  bank  that  might 
lead  to  a  finding  of  disparate  treatment,  one  might 
hypothesize  that  different  racial  groups  might  have 
different  bargaining  skills,  resulting  in  different  over¬ 
ages  across  groups,  and,  hence,  disparate  impact. 

In  this  analysis  of  overage  charges,  OCC  staff  exam¬ 
ined  loans  made  in  1 992  and  1 993  and  still  on  the  books 
as  of  1 993. 1 2  Loans  made  in  1 992  and  paid  off  in  1 992 
(generally  refinancings)  were  not  in  the  data  set.  Loans 
were  distributed  across  borrowers  as  follows:  1,430 
blacks,  993  Hispanics,  32,328  whites,  98  Native  Ameri¬ 
cans,  and  589  Asian-Americans.  Because  the  number 
of  Native  American  or  Asian  loans  at  any  one  branch 
for  any  particular  loan  officer  was  too  small  for  valid 
statistical  inference,  we  focused  only  on  white,  black, 
and  Hispanic  borrowers.  The  data  set  included  72 
different  loan  products,  and  covered  over  25  branches 
and  over  300  loan  officers.  As  mentioned  previously, 
the  analysis  examined  two  differences  between  minor¬ 
ity  and  nonminority  borrowers:  the  number  of  loans  that 
included  an  overage  charge,  and  the  amount  of  the 
overages. 

The  first  stage  of  the  analysis  used  chi-square  tests  with 
adjustments  for  small  cell  sizes.  It  included  tests  for  all 
overages,  for  overages  by  loan  type  (conventional, 
FHA,  VA),  for  branches  by  loan  officer,  and  by  loan 
officer  by  loan  type.  Additionally,  it  included  compari¬ 
sons  by  loan  size  (by  percentile)  and  loan  size  by  loan 
type,  but  without  an  adjustment  for  branch  or  loan 
officer. 

The  results  of  the  chi-square  tests  showed  that  there 
were  significant  differences  in  overage  patterns  for 
some  categories.  Overall,  blacks  and  Hispanics  were 
charged  overages  more  frequently  than  whites.  The 
results  for  the  institution  as  a  whole  are  reported  in  Table 
2.  Adjusting  for  loan  product  by  size,  branch,  and  loan 
officer  reduced  the  incidence  of  significant  differences 
somewhat,  but  we  still  found  significant  differences  in 
overages  in  1 1  of  the  25  branch  offices,  for  4  of  the  300 
loan  officers,  and  for  8  of  72  loan  types. 

The  second  stage  of  the  analysis  used  t-tests  to  com¬ 
pare  the  mean  amounts  of  overages.  The  tests  meas¬ 
ured  the  difference  in  the  average  amount  of  an 
overage  charged,  in  terms  of  basis  points,  between 
minority  and  nonminority  borrowers.  As  with  the  chi- 
square  tests,  the  t-tests  indicated  that  minorities  had 


A  consultant  for  the  bank  provided  tables  with  the  calculated 
statistics 
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higher  overages.  The  mean  overage  for  blacks  was  .76 
basis  points,  for  Hispanics  .85,  and  for  whites  .58. 13 
These  results  also  appear  in  Table  2. 

Table  2:  Case  III  Company  Totals — Black,  White,  and 
Hispanic  Borrowers 


higher  for  a  government  loan;  .067  basis  points  lower 
for  a  refinance  loan;  and  0.086  basis  points  lower  in 
1993  relative  to  1992.  In  addition,  the  overage  declined 
as  the  loan  amount  increased  and  as  the  adjusted 
loan-to-value  ratio  increased. 

While  this  model  explained  less  than  5  percent  of  the 


Black 

variation  in  the  amount  of  overages  charged,  all  vari¬ 

ables  in  this  model  were  significant  at  a  1  percent  level. 

Mean  Amount 

In  particular,  we  were  able  to  reject  the  hypothesis  that 

Number 

Number  of 

Percent 

of  Overages 

the  amount  of  overages  charged  did  not  vary  with  the 

of  Loans 

Overages 

Overages 

(basis  points) 

race  of  the  borrower. 

1,355 

670 

49.4 

.7583 

Table  3:  Case  III  Regression  Results 

White 

Dependent  Variable;  Overages  measured  in  basis 

points  R 

z=  .047  F  =  91 .03 

Number 

Number  of 

Percent 

Mean  Amount 

of  Loans 

Overages 

Overages 

of  Overages 

Variable 

Coefficient 

T-valuef 

Minority 

0.176 

9.452 

30,777 

11,613 

37.7 

.5831 

Type  of  loan 

0.048 

3.711 

Loan  purpose 

-0.067 

-5.997 

Hispanic 

Year 

-0.086 

-7.865 

Loan  amount 

-1.800E-06 

-15.401 

Number 

Number  of 

Percent 

Mean  Amount 

Loan-to-value 

-0.085 

-4.850 

of  Loans 

Overages 

Overages 

of  Overages 

Intercept 

0.866 

41.961 

924 

498 

53.9 

.8524 

Notes:  Minority  is  1  if  the 

borrower  is  black  or 

Hispanic  and  0 

Note:  Differences  were  significant  at  the  1  percent  level,  between 
numbers  and  average  amounts  of  the  overages  for  all  compared 
pairs  (Black/White:  Hispanic/White:  and  Black/Hispanic) 


otherwise. 

Type  of  loan  is  I  if  the  loan  is  a  FHA  or  VA  loan  and  0  if  conventional. 
Loan  purpose  is  1  if  the  loan  is  for  refinance  and  0  for  home  purchase. 
Year  is  1  for  1993  and  0  for  1992 

f  indicates  all  variables  are  significant  at  the  I  percent  level. 


The  comparison  of  means  included  adjustments  for 
branch  location  and  for  loan  officer.  For  all  loan  types, 
9  of  the  25  branches  showed  a  significant  differential 
for  one  or  more  comparisons.  About  half  of  these  were 
for  conventional  loans  and  half  for  FHA  loans.  Seven 
branches  showed  significant  differences  for  white/ 
black  comparisons  and  four  branches  showed  signifi¬ 
cant  differences  for  white/Hispanic  comparisons.  There 
were  no  significant  differences  in  average  overages  for 
blacks  compared  to  Hispanics.  After  adjusting  for  loan 
officer,  there  were  14  significant  cases  out  of  180  com¬ 
parisons  made.  Adjusting  for  loan  officer  and  type  of 
loan  resulted  in  eight  significant  cases  out  of  all  com¬ 
parisons  made. 

Regression  results  appear  in  Table  3.  These  results 
measure  the  effect  of  all  the  explanatory  variables  on 
the  overages  charged,  measured  in  basis  points.  On 
average,  the  overage  charged  was  .176  basis  points 
higher  if  the  borrower  was  a  minority;  .048  basis  points 


13The  mean  overage  represents  the  average  amount  of  an  overage 
charged  on  a  loan 


Our  analysis  indicated  that  for  some  of  the  bank's 
branches,  and  for  some  of  the  bank's  loan  officers,  the 
bank's  overage  practices  may  have  had  a  disparate 
impact  across  racial  categories,  to  the  detriment  of  one 
or  more  minority  groups.  There  was  no  finding  of  dis¬ 
parate  treatment,  however,  after  supplemental  file  re¬ 
view  was  conducted  by  examiners.  The  bank’s  policies 
provided  incentives  for  loan  officers  to  charge  the  high¬ 
est  possible  overage  for  each  loan  recipient,  regard¬ 
less  of  the  customer’s  demographic  characteristics. 

Case  IV;  Analysis  of  a  Logistic  Model  for  Mortgage 
Lending 

In  this  case  examiners  questioned  whether  the  bank 
engaged  in  a  "pattern  or  practice"  of  discrimination.  In 
its  defense,  the  bank  engaged  a  consultant  to  develop 
a  statistical  model  to  address  this  question. 

The  bank  used  a  logistic  model  to  measure  the  impact 
of  various  loan  and  borrower  characteristics  on  the 
bank's  decision  to  accept  or  reject  mortgage  applica¬ 
tions.  OCC  economists  criticized  the  model  on  two 
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primary  grounds.  First,  the  specification  of  the  model 
presented  problems.  No  attempt  was  made  to  include 
bank-specific  underwriting  criteria,  or  to  model  “thresh¬ 
old  effects,  i.e.,  situations  in  which  loan  or  borrower 
characteristics  have  a  different  impact  on  the  ac¬ 
cept/reject  decision  depending  on  the  magnitude  of  the 
characteristic.  Also,  in  the  bank’s  model,  the  loan-to- 
value  (LTV)  ratio  generally  had  no  impact  on  the  ac¬ 
cept/reject  decision.  Most  other  models,  including  the 
models  the  OCC  used  to  analyze  three  national  banks, 
find  the  LTV  ratio  to  be  of  paramount  importance. 
Furthermore,  bank  officers,  underwriters,  and  examin¬ 
ers,  including  personnel  at  the  bank  in  this  case, 
agreed  that  LTV  is  regarded  as  very  important  in  mort¬ 
gage  approval  or  rejection  decisions.  Finally,  the  con¬ 
sultant's  study  omitted  private  mortgage  insurance 
(PMI)  as  an  explanatory  variable,  even  though  the 
Boston  Fed  study  indicated  that  PMI  should  be  in¬ 
cluded  as  an  explanatory  variable  in  models  of  this 
type. 

The  second,  and  more  serious  criticism,  focused  on  the 
sample  selection  process.  The  analysis  began  by 
drawing  a  sample  of  751  mortgage  applications,  con¬ 
sisting  of  all  minority  applications  plus  a  random  sam¬ 
ple  of  nonminorities.  We  had  concerns  about  the 
sampling  procedure,  which  was  supposed  to  select  a 
statistically  valid  random  sample  of  files.  Using  a  com¬ 
mon  statistical  method  for  determining  sample  size,  the 
bank  consultant  determined  that  a  sample  size  of  150 
white  files  would  be  sufficient. 14  Because  the  bank 
anticipated  losing  observations  due  to  missing  data  or 
inaccuracies  in  the  HMDA  classifications,  bank  staff 
oversampled,  doubling  the  sample  size  to  300.  Based 
on  the  bank’s  experience,  the  staff  recommended  par¬ 
titioning  the  300  white  files  by  approvals  and  denials. 
However,  the  bank  staff  inexplicably  included  180  white 
approvals  and  240  white  denials  in  the  sample,  propor¬ 
tions  that  misrepresented  the  proportion  of  approvals 
and  denials  in  the  population. 

Oversampling  when  one  group  of  the  population  is 
small  is  recommended  with  logistic  procedures  in  order 
to  achieve  efficient  estimates  of  the  coefficients  on  the 
explanatory  variables.  It  is  important,  however,  when 
oversampling  to  ensure  that  the  procedure  used  to 
draw  a  larger  sample  does  not  introduce  selection  bias 
by  systematically  including  or  excluding  specific  files. 
In  this  case,  a  disproportionate  number  of  files  ex¬ 
cluded  were  identified  as  denials  made  at  the  branch 
level  If  those  files  are  systematically  different  from  the 
files  sent  to  a  central  underwriting  office,  there  will  be 


14t. 

'he  corr.uitant  determined  that  drawing  150  white  files  would  satisfy 
-i  10  per  not  limit  for  tolerance  and  a  5  percept  limit  for  precision 


sample  selection  bias.  Hence,  we  had  concerns  with 
the  integrity  of  the  full  sample  of  751  files. 

The  bank  consultants  also  encountered  a  very  high 
attrition  rate  of  approximately  50  percent  overall,  and 
an  even  higher  attrition  rate  for  denials  (63  percent  for 
minority  denials  and  75  percent  for  white  denials)  in 
moving  from  the  full  sample  to  the  regression  sample. 1 5 
The  attrition  in  this  case  was  due  to  ’wrong’  types,  ’bad’ 
copies,  and  missing  data.  First,  ’wrong’  types  had  to  be 
excluded  from  the  sample.  The  regression  analysis  was 
intended  to  exclude  loans  to  Asians,  refinancings,  and 
home  improvement  loans;  mistakenly,  some  loans  of 
those  types  were  included  in  the  sample.  Second,  the 
initial  sample  included  a  number  of  ’bad’  copies,  in¬ 
cluding  files  that  the  bank  could  not  locate  or  files  on 
microfiche  that  were  illegible.  The  wrong  types  and  bad 
copies  numbered  211  files  out  of  751,  leaving  540 
application  files  —  274  minority  files  (94  denials)  and 
266  white  files  (133  denials)  —  in  the  data  set.  Finally, 
the  remainder  of  the  attrition  (159  files)  came  from  files 
that  had  missing  data  for  at  least  one  of  the  explanatory 
variables  used  in  the  regression  model. 

The  resulting  sample  included  only  381  files.  These  files 
under-represented  denied  applications  relative  to  ap¬ 
proved  applications.  Of  the  minority  applicant  files  in 
the  final  sample,  only  38  percent  of  the  original  denied 
applications  (48  of  128)  remained  in  the  sample,  while 
76  percent  of  the  original  approved  applications  (58  of 
207)  remained.  Similarly,  of  the  final  white  applicant 
files,  only  24  percent  of  the  original  denied  applications 
(57  of  234)  remained  in  the  sample,  while  65  percent  of 
the  original  approved  applications  (118  of  182)  re¬ 
mained.  These  attrition  rates  are  extremely  high,  espe¬ 
cially  for  denied  applications. 

The  high  attrition  rates  raised  serious  questions  about 
the  possibility  of  sample  selection  bias.  Selection  bias 
occurs  when  attrition  is  not  random,  indicating  that  the 
surviving  sample  (381  loans  in  this  case)  would  not  be 
representative  of  the  entire  population  of  mortgage  loan 
applications.  If  the  sample  is  not  representative,  then 
conclusions  from  the  analysis  based  on  the  381  files 
could  not  be  generalized  to  the  full  population.  In 
particular,  being  able  to  show  that  discrimination  did 
not  occur  in  the  sample  of  381  would  not  dispel  con¬ 
cerns  that  discrimination  might  have  been  present  in 
the  full  population. 

In  response  to  OCC  concerns,  the  consultant  agreed 
to  undertake  further  statistical  procedures  in  an  attempt 


The  attrition  rate  measures  the  number  of  files  chosen  at  the  time 
of  the  full  sample  that  were  not  subsequently  utilized  In  the  regression 
analysis 
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to  test  or  compensate  for  sample  selection  bias.  One 
part  of  the  additional  testing  used  a  bivariate  probit 
technique  to  construct  an  attrition  model,  which  at¬ 
tempts  to  explain  which  files  dropped  out  of  the  sample 
and  which  files  survived.  When  specified  correctly,  a 
bivariate  probit  model  calculates  the  correlation  be¬ 
tween  the  included  and  excluded  observations  in  the 
regression  data  set  and  corrects  for  selection  bias  by 
weighting  the  subsamples  in  the  parameter  estima¬ 
tions.  However,  we  also  had  concerns  about  this  por¬ 
tion  of  the  testing.  The  sample  selection  tests  included 
only  data  from  the  540  files,  rather  than  from  the  751. 
Moreover,  the  consultants  agreed  that  the  choice  of 
explanatory  variables  was  limited  due  to  the  limited 
data  available.  In  our  opinion,  the  modelling  of  the 
attrition  equation  omitted  too  many  important  variables 
to  be  valid. 

Given  the  concerns  we  had  with  both  the  specification 
of  the  attrition  equation  and  the  sample  selection  proc¬ 
ess,  we  concluded  that  the  results  from  the  regression 
on  the  381  files  could  not  be  generalized  to  the  popu¬ 
lation  as  a  whole.  This  regression  was  supplemented 
with  files  of  particular  concern  to  the  examiners,  and 
we  concluded  that  while  the  regression  results  were 
reasonable  for  that  supplemented  sample,  they  could 
not  be  used  for  inference  about  the  population. 


Conclusion 

In  practice,  statistical  analysis  of  lending  patterns  can¬ 
not  provide  definitive  proof  that  an  institution  either  did 
or  did  not  discriminate  against  a  group  of  individuals. 
Statistical  analysis  can,  however,  help  bank  examiners 
focus  their  resources  by  providing  a  systematic  method 
of  identifying  files  that  they  should  examine  more 
closely.  It  also  can  be  used  to  determine  whether  a 
group  of  examiner-selected  files  is  representative  of  the 
population  from  which  the  files  were  drawn. 

Regression  models  illustrate  the  overall  relationship 
between  a  group  of  factors  and  a  single  predicted 
variable,  and  measure  the  relative  importance  of  each 
factor  in  making  the  prediction.  Thus,  we  can  use 
regression  analysis  to  model  a  bank’s  decision-making 
process  by  incorporating  all  the  quantifiable  factors 
relevant  to  that  process.  The  choice  of  a  particular 
statistical  method  or  model  will  be  dictated  by  the 
relationship  between  the  predicted  and  explanatory 
variables.  If  the  model  includes  variables  representing 
race,  age,  marital  status,  or  gender,  then  the  regression 
results  will  show  whether  or  not  any  prohibited  factor  is 
a  statistically  significant  variable.  If  a  prohibited  factor 
is  significant,  supplemental  file  review  by  examiners 
may  substantiate  the  statistical  findings. 
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Recent  Corporate  Decisions 


On  January  27,  1995,  the  OCC  granted  approval  for 
The  First  National  Bank  &  Trust  Company  of  Corbin, 
Corbin,  KY,  to  establish  two  cash-dispensing  ATM  ma¬ 
chines  in  an  adjoining  county.  The  Kentucky  Bankers 
Association  and  a  local  competitor  had  protested  the 
applications,  arguing  that  state  law  prohibits  the  estab¬ 
lishment  of  branches  outside  a  bank's  head  office 
county.  In  approving  the  applications,  the  OCC  relied 
on  an  administrative  ruling  by  the  Kentucky  Banking 
Commissioner  which  finds  that  ATMs  that  only  dispense 
cash  are  not  branches  under  state  law. 

On  February  6,  1995,  Corestates  Bank,  National  Asso¬ 
ciation,  Philadelphia,  PA,  received  approval  to  relocate 
its  head  office  across  state  lines  to  Ewing  Township,  NJ, 
merge  with  its  affiliate,  New  Jersey  National  Bank, 
Ewing  Township,  NJ,  under  the  charter  and  title  of 
Corestates  Bank,  N.A.,  and  establish  a  branch  at  its 
former  Philadelphia  main  office. 

On  Februay  16,  1995,  Bank  Midwest  of  Kansas,  N.A., 
Lenexa,  KS,  received  approval  to  relocate  its  head 
office  across  state  lines  to  Kansas  City,  MO;  establish 
a  branch  at  its  former  head  office  site;  and  merge  with 
its  affiliate,  Bank  Midwest,  NA,  Kansas  City,  MO.  The 
resulting  bank  will  have  the  charter  of  the  former  Kan¬ 
sas  bank  and  the  title  Bank  Midwest,  N.A.  The  applica¬ 
tions  were  protested  by  the  Kansas  State  Banking 
Commissioner  and  the  former  governor.  The  OCC  con¬ 
cluded  that  the  transaction  was  legal  and  permissible 
under  federal  banking  statutes.  This  was  the  first  inter¬ 
state  proposal  for  these  states. 

On  March  8,  1995,  NationsBank,  N.A.,  Bethesda,  MD, 
received  approval  to  relocate  its  head  office  across 
state  lines  to  McLean,  VA,  merge  with  and  into  Na¬ 
tionsBank  of  Virginia,  N.A.,  Richmond,  VA,  and  retain 
existing  branches  in  both  states.  The  resulting  bank  will 
be  named  NationsBank,  N.A.  This  was  the  first  inter¬ 
state  proposal  for  these  states. 

On  March  8,  1995,  Commercial  National  Bank  of 
Texarkana,  Texarkana,  AR,  received  approval  to  relo¬ 
cate  its  head  office  across  state  lines  to  the  other  side 
of  Texarkana,  which  is  in  Texas,  and  retain  its  former 
head  office  as  a  branch.  This  was  the  first  interstate 
proposal  for  these  states.  Both  the  Texas  and  Arkansas 
Banking  Commissioners  protested  the  proposal.  The 
OCC  concluded  that  the  tranaction  was  legal  and  per¬ 
missible  under  federal  banking  statutes. 


On  March  8,  1995,  American  National  Bank  of  Wiscon¬ 
sin,  Genoa  City,  Wl,  a  wholly  owned  subsidiary  of  First 
Chicago  Corporation,  received  approval  to  relocate  its 
head  office  across  the  state  line  to  Libertyville,  IL, 
merge  with  its  affiliate,  and  retain  its  former  head  office 
as  a  branch.  This  was  the  first  interstate  proposal  for 
these  states.  The  Commissioner  of  Banking  for  the 
State  of  Wisconsin  protested  the  applications.  The  OCC 
concluded  that  the  tranaction  was  legal  and  permissi¬ 
ble  under  federal  banking  statutes. 

On  March  14,  1995,  PNC  Bank,  Northern  Kentucky, 
N.A.,  Fort  Mitchell,  Kentucky,  received  approval  to  re¬ 
locate  its  head  office  across  state  lines  to  Cincinnati, 
Ohio,  establish  a  branch  at  its  former  head  office,  and 
merge  into  its  affiliate,  PNC  Bank,  Ohio,  N.A.,  Cincin¬ 
nati,  OH.  This  was  the  first  interstate  proposal  for  these 
states.  OCC  concluded  that  federal  law  (12  U.S.C.  35) 
preempts  a  Kentucky  state  law  that  prohibits  out-of- 
state  banks  from  engaging  in  the  banking  business  in 
Kentucky.  No  objection  or  protest  was  received  on  this 
application. 

Decisions  Related  to  the  Community 
Reinvestment  Act 

On  January  12,  1995,  the  OCC  granted  conditional 
approval  to  the  proposal  by  First  National  Bank,  Lin¬ 
coln,  Nebraska,  to  establish  a  new  ATM  branch.  The 
OCC  made  the  approval  conditional  because  the  bank 
had  received  a  “Needs  to  Improve"  CRA  rating  as  a 
result  of  its  November  8,  1993  CRA  examination.  First 
National  Bank  will  not  be  permitted  to  establish  the  ATM 
branch  until  its  CRA  performance  returns  to  a  satisfac¬ 
tory  level  as  substantiated  by  a  publicly  available  writ¬ 
ten  evaluation. 

On  February  15,  1995,  the  OCC  granted  conditional 
approval  to  a  proposal  to  merge  Fridley  State  Bank, 
Fridley,  Minnesota,  with  and  into  Norwest  Interim  Bank 
Fridley,  Fridley,  Minnesota.  Norwest  Corporation 
formed  Norwest  Interim  Bank  Fridley  for  the  sole  pur¬ 
pose  of  facilitating  its  acquisition  of  Fridley  State  Bank. 
The  OCC  made  the  approval  conditional  because 
Fridley  State  Bank  had  received  a  "Needs  to  Improve" 
CRA  rating  at  its  latest  CRA  examination.  Before  con¬ 
summating  this  corporate  reorganization,  Norwest  is 
required  to  submit  a  pian  to  improve  the  bank's  CRA 
performance  that  is  considered  acceptable  by  the 
OCC’s  district  office. 
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On  March  23,  1995,  the  OCC  granted  conditional  ap¬ 
proval  to  Vineyard  National  Bank,  Rancho  Cucamonga, 
California,  to  relocate  the  Lake  Arrowhead  Village 
Branch  from  Lake  Arrowhead  Village  to  Blue  Jay,  Cali¬ 
fornia.  The  OCC  made  the  approval  conditional  be¬ 
cause  the  bank  had  received  a  "Needs  to  Improve'1 


CRA  rating  at  its  August  12,  1993  CRA  examination. 
Vineyard  National  Bank  will  not  be  permitted  to  relocate 
the  branch  until  its  CRA  performance  returns  to  a 
satisfactory  level  as  substantiated  by  a  publicly  avail¬ 
able  written  evaluation. 
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Appeals  Process 


Case  1 :  Appeal  of  Decision  on 
Adequacy  of  ALLL 

A  bank  filed  a  formal  appeal  concerning  the  adequacy 
of  its  allowance  for  loan  and  lease  losses  (ALLL).  The 
bank's  1994  report  of  examination  (ROE)  concluded 
that  the  balance  in  the  ALLL  account  was  significantly 
overstated. 

Background 

The  bank  has  approximately  $100  million  in  assets.  It 
has  historically  had  few  asset  quality  problems  and  has 
had  low  net  loan  losses  as  a  percentage  of  average 
total  loans  —  for  the  past  three  years  the  average  net 
loan  losses  to  average  total  loans  has  been  0.42  per¬ 
cent.  The  bank  has  had  a  CAMEL  rating  of  "1"  or  “2” 
throughout  the  past  15  years,  with  a  CAMEL  rating  of 
"1"  for  the  past  three  examinations. 

Because  of  the  sound  condition  of  the  bank’s  loan 
portfolio,  at  the  bank's  1993  examination  the  bank  was 
requested  to  cease  making  provisions  to  the  ALLL  until 
the  balance  declined  to  the  $250,000  to  $300,000 
range  and  the  bank's  method  of  calculating  the  ALLL 
had  been  expanded  to  address  applicable  aspects  of 
Banking  Circular  201.  The  balance  in  the  ALLL  was 
$445,000  during  that  examination.  Because  the  bank 
needed  to  make  changes  in  its  methodology,  no  nega¬ 
tive  provision  was  required  during  the  examination. 

However,  during  the  1 994  examination,  1 8  months  later, 
the  examiners  discovered  that  the  bank’s  balance  in  the 
ALLL  had  risen  to  $755,000.  Although  the  bank  had  not 
made  any  additional  provisions  since  their  last  exami¬ 
nation,  the  bank  had  received  a  totally  unexpected 
$330,000  recovery  on  a  previously  charged-off  loan. 
The  bank’s  analysis  for  the  1994  examination  date 
(which  was  a  quarter-end  date)  calculated  the  ade¬ 
quacy  of  the  ALLL  using  three  different  methods.  Each 
method  used  specific  allocations  on  classified  loans 
combined  with  an  average  of  the  bank's  net  loan  loss 
history,  with  the  first  using  a  six-year  weighted  average, 
the  second  a  three-year  weighted  average,  and  the 
third  a  six-year  nonweighted  average.  Management 
stated  that  the  most  emphasis  was  placed  on  the  first 
method,  the  six-  year  weighted  average.  The  calcula¬ 
tions  showed  excess  reserves  of  $484,000,  $638,000, 
and  $431 ,000,  respectively. 

When  the  examiners  asked  management  to  provide 
them  with  support  for  the  excess  balances,  the  bank 


provided  the  examiners  with  the  following  list  of  six 
items: 

•  Loan  growth. 

•  Lease  lending  with  higher  risk. 

•  Airplane  lending  with  higher  risk. 

•  Projection  for  economic  recession. 

•  Local  economy  only  stable. 

•  Imprudent  practice  not  to  increase  the  ALLL 
due  to  anticipated  losses  in  the  above  areas. 

No  statistical  or  numerical  support  was  presented  with 
the  list;  therefore,  the  examiners  placed  limited  reliance 
on  the  bank’s  internal  methodology. 

The  ROE  stated  the  following,  "As  of  our  examination 
date  the  balance  of  the  ALLL  totaled  755M.  We  re¬ 
quested  management  make  a  negative  provision  of 
330M  (total  of  recoveries),  rendering  the  ALLL  balance 
to  425M.  The  remaining  175M  negative  provision 
needed  to  reduce  the  ALLL  balance  to  250M  should  be 
taken  over  the  next  12  months,  and  is  subject  to  further 
periodic  reviews  of  the  account  balance  by  manage¬ 
ment  and  this  office.”  It  further  stated,  “Your  internal 
ALLL  process  is  flawed  as  it  did  not  provide  sufficient 
support  for  maintaining  a  balance  in  excess  of  your 
calculations." 

In  the  appeal  letter  the  bank  made  the  following  points 
supporting  its  disagreement  with  the  necesssity  of  a 
negative  provision: 

Currently,  the  loan  portfolio  at  the  bank  totals 
approximately  $31.5MM  which  is  up  from 
$18.4MM  18  months  ago,  which  represents  a  71 
percent  increase  in  volume. 

The  bank  has  recently  entered  two  new  areas  of 
lending  in  which  it  does  not  have  any  experience. 
The  first  new  lending  area  involves  purchasing 
out-of-town  and  out-of-state  equipment  leases 
and  the  second  area  is  national  aircraft  financing. 
The  equipment  leases  approximate  $3MM  in 
loans,  while  the  airplane  loans  are  currently 
$500M.  Aircraft  financing  applications  are  soaring 
and  it  is  anticipated  that  aircraft  lending  will  ap¬ 
proximate  $5-10MM  in  three  to  five  years 
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In  addition,  the  appeal  letter  quoted  several  sections  of 
Banking  Circular  201  (Rev)  -  Allowance  for  Loan  and 
Lease  Losses,  dated  February  20,  1992. 

The  bank  also  attached  an  analysis  for  the  adequacy 
of  the  ALLL  for  the  quarter-end  following  the  examina¬ 
tion  date.  The  analysis  had  been  enhanced  to  include 
separate  calculations  for  various  pools  of  loans  in  ad¬ 
dition  to  calculations  for  the  full  portfolio.  This  analysis 
also  included  the  three  previously  used  methods  that 
employed  a  variation  of  the  bank’s  net  loan  loss  history. 
The  results  of  this  analysis  showed  significantly  re¬ 
duced  excess  reserves  of  $72,000,  $159,000,  and 
$10,000,  for  the  six-year  weighted,  three-year 
weighted,  and  the  six-  year  nonweighted  methods, 
respectively.  Management  stated  that  the  most  empha¬ 
sis  was  placed  on  the  first  method,  the  six-year 
weighted  average. 

Discussion 

BC-201  states  that  national  banks  must  maintain  an 
ALLL  that  is  adequate  to  absorb  all  estimated  inherent 
losses  in  the  bank’s  loan  and  lease  portfolio.  An  inher¬ 
ent  loss  is  defined  as  an  unconfirmed  loss  that  probably 
exists  based  on  information  that  is  available  as  of  the 
evaluation  date.  The  amount  of  the  loss  must  be  subject 
to  reasonable  estimation.  Banks  need  not  provide  in  the 
current  period  for  losses  that  may  occur  as  a  result  of 
possible  future  events.  The  circular  states: 

In  carrying  out  their  responsibility  for  maintaining 
an  adequate  Allowance,  each  bank's  board  of 
directors  and  management  must: 

•  Maintain  an  effective  loan  review  system  and 
controls  that  identify,  monitor  and  address  asset 
quality  problems  in  an  accurate  and  timely  man¬ 
ner.  The  loan  review  system  and  controls  must  be 
responsive  to  changes  in  internal  and  external 
factors  affecting  the  level  of  credit  risk  and  ensure 
the  timely  charge-off  of  loans,  or  portions  of 
loans,  for  which  a  loss  has  been  confirmed. 

•  Adequately  document  the  bank's  process  for 
determining  the  level  of  the  Allowance,  includ¬ 
ing  its  analysis  of  all  significant  factors  affect¬ 
ing  the  collectibility  of  the  portfolio. 

Examiners  will  rely  on  bank  management’s  esti¬ 
mate  of  an  adequate  level  for  the  Allowance  if  the 
bank's  process  for  determining  an  adequate  Al¬ 
lowance  is  sound,  based  on  reliable  information, 
and  well  documented 

A  banks  failure  to  maintain  the  Allowance  at  an 
adequate  level  is  an  unsafe  and  unsound  banking 


practice.  Further,  a  materially  inadequate  (or  ex¬ 
cessive)  Allowance  misrepresents  the  bank's  fi¬ 
nancial  condition  on  its  Report  of  Condition  and 
Income  and  is  a  violation  of  12  U.S.C.  161 . 

Conclusion 

Many  of  the  factors  detailed  in  the  bank’s  appeal  letter 
are  appropriate  reasons  to  maintain  a  balance  in  the 
ALLL  greater  than  the  specific  allocations  and  historical 
net  loss  percentages.  As  the  bank  mentioned  in  its 
appeal  letter,  these  factors  are  discussed  in  BC-201. 
Examples  of  some  of  the  factors  that  support  additional 
balances  include: 

•  The  loan  growth  the  bank  has  experienced 
during  the  past  18  months. 

•  The  bank's  recent  entry  into  two  new  higher  risk 
areas  of  lending. 

•  A  change  in  the  chief  executive  officer. 

•  Economic  factors. 

•  Risks  identified  in  the  various  pools  of  loans. 

The  bank  enhanced  its  analysis  of  the  ALLL  to  appro¬ 
priately  incorporate  these  additional  factors.  The  re¬ 
sults  of  the  bank’s  analysis  showed  significantly 
reduced  excess  reserves  of  $72,000,  $159,000,  and 
$10,000  for  the  six-year  weighted,  three-year  weighted, 
and  the  six-year  nonweighted,  respectively.  Discus¬ 
sions  with  senior  management  about  the  factors  in  the 
bank’s  analysis  demonstrated  that  the  bank  could  rea¬ 
sonably  support  the  additional  amounts  in  the  ALLL. 
Therefore,  the  Ombudsman’s  Office  did  not  object  to 
the  bank  putting  the  $330,000  in  recoveries  back  into 
the  ALLL,  and  the  bank  was  not  required  to  make  any 
additional  negative  provisions.  These  actions  were 
based  on  the  understanding  that  the  bank’s  account¬ 
ants  had  reviewed  and  endorsed  the  bank’s  process 
and  resulting  reserve  levels. 

The  bank’s  process,  however,  was  not  without  flaw  and 
warrants  further  refinement.  The  bank  needs  to  con¬ 
tinue  to  focus  ongoing  efforts  on  maintaining  sufficient 
written  documentation  to  support  its  methods  of  calcu¬ 
lation  and  the  level  of  the  reserve  balance.  Such  docu¬ 
mentation  can  help  the  directors  in  their  quarterly 
discussions  on  the  adequacy  of  the  ALLL.  Determina¬ 
tion  of  ALLL  adequacy  is  a  dynamic  process  that 
responds  to  an  array  of  internal  and  external  factors. 
The  bank  must  actively  monitor  ALLL  levels  and  appro¬ 
priately  respond  by  either  maintaining,  decreasing,  or 
increasing  the  current  balance  as  conditions  change 
and  the  portfolio's  inherent  risk  of  loss  is  affected  The 
components  used  in  the  bank’s  analysis,  and  the  per¬ 
centages  used  to  support  them,  will  change  over  time. 
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as  more  information  becomes  available  and  trends 
change. 

Case  2:  Appeal  of  Decision  on 
Holding  of  Insurance  Policies 

Background 

A  formal  appeal  was  received  regarding  the  holding  of  two 
insurance  policies  that  resulted  in  a  violation  of  law  being 
cited  in  the  bank’s  last  report  of  examination  (ROE).  Both 
insurance  policies  were  purchased  in  1986.  The  bank  had 
called  the  appropriate  supervisory  office  before  purchasing 
the  first  policy,  to  discuss  its  acceptability.  The  bank  was 
not  told  that  the  purchase  was  illegal;  the  call  focused  on 
the  proper  booking  of  the  policy  as  an  other  asset.  During 
1 987  and  1 988  the  bank  and  the  appropriate  supervisory 
office  corresponded  again  concerning  the  policies.  One 
letter  from  the  supervisory  office  informed  the  bank  that, 
"While  the  bookkeeping  treatment  of  the  policy  seems 
appropriate,  it  appears  that  the  amount  of  insurance  cov¬ 
erage  purchased  by  the  bank  tar  exceeds  the  outstanding 
debt  of  the  borrowers.”  In  response,  the  bank  lowered  the 
coverage  by  $100,000  to  bring  it  more  in  line  with  the 
amount  of  outstanding  debt.  The  bank  informed  the  super¬ 
visory  office  of  this  action  and  received  no  correspondence 
suggesting  that  further  action  might  be  needed.  During 
subsequent  examinations  the  bank  was  not  notified  of  any 
problem  with  the  holding  of  the  policies. 

Real  Estate  Developer  Credit 

This  relationship  involves  three  notes.  The  first  is  the 
residual  amount  of  a  $225,000  note  that  originated  May 
10,  1979.  The  original  funds  were  used  for  real  estate 
speculation,  with  repayment  to  come  from  the  sale  of 
the  lots.  The  current  balance  outstanding  is  $132,000. 
The  remaining  lots  were  returned  to  the  county  for 
payment  of  taxes  on  August  8,  1990,  so  the  debt  is 
unsecured.  The  loan  was  placed  on  nonaccrual  Feb¬ 
ruary  5,  1991 ,  is  currently  classified  doubtful,  and  has 
a  specific  allocation  of  $30,000.  The  second  and  third 
extensions  of  credit  total  $1 16,000  and  are  secured  by 
a  farm  and  office  building  valued  at  $190,000.  Both 
credits  are  currently  amortizing  as  agreed.  The  entire 
relationship  is  collateralized  in  part  by  a  universal  life 
policy  with  a  face  amount  of  $300,000.  The  initial  cost 
of  the  policy  was  $398,000  with  a  current  cash  surren¬ 
der  value  (CSV)  of  $580,000,  which  is  properly  booked 
as  an  other  asset.  The  current  death  benefit  is 
$880,000. 

Farm  Credit 

This  is  a  performing  credit  that  has  been  on  the  bank's 
books  since  1965  and  has  not  been  classified  by  the 


examination  team.  The  policy  was  purchased  in  1986 
at  the  request  of  the  borrower,  because  of  the  large 
amount  of  debt  connected  with  the  family  farm.  The 
borrower  wanted  to  ensure  that  his  family  would  not  be 
negatively  impacted  by  his  untimely  death.  The  bor¬ 
rower  potentially  owes  the  bank,  in  outstanding  bal¬ 
ances,  unused  commitments  on  a  line  of  credit,  or 
accrued  interest,  a  total  of  $394,000.  This  loan  is  collat¬ 
eralized  in  part  by  a  universal  life  policy  with  a  face 
amount  of  $400,000.  The  initial  cost  of  the  policy  was 
$124,000  with  a  current  CSV  of  $182,000,  which  is 
properly  booked  as  an  other  asset.  The  current  death 
benefit  is  $582,000.  In  addition,  the  debt  is  secured  with 
the  liens  normally  used  for  any  agricultural  credit. 

Discussion 

The  authority  for  national  banks  to  purchase  and  hold 
an  interest  in  life  insurance  is  found  in  12  U.S.C.  24(7). 
The  law  provides  that  national  banks  may  exercise  "all 
such  incidental  powers  as  shall  be  necessary  to  carry 
on  the  business  of  banking.”  The  OCC  has  further 
delineated  the  scope  of  that  authority  through  regula¬ 
tions,  interpretive  rulings,  and  letters  addressing  the 
use  of  life  insurance  for  purposes  incidental  to  banking. 
Those  purposes  include: 

•  Key-person  insurance. 

•  Life  insurance  on  borrowers. 

•  Life  insurance  purchased  in  connection  with 
employee  compensation  and  benefit  plans. 

•  Life  insurance  taken  as  security  on  loans. 

There  is  no  authority  under  12  U.S.C.  24(7)  for  national 
banks  to  purchase  life  insurance  for  their  own  account 
as  an  investment. 

Banking  Circular  249  (Revised),  Bank  Purchases  of  Life 
Insurance ,  was  issued  May  9,  1991.  The  revised  circu¬ 
lar  replaced  the  original  circular  that  was  issued  on 
February  4,  1991.  The  circular  provides  general  guide¬ 
lines  for  national  banks  to  use  in  determining  whether 
they  may  legally  purchase  a  particular  life  insurance 
product.  The  background  section  of  the  circular  states 
“the  OCC  has  become  concerned  about  bank  pur¬ 
chases  of  insurance  products  with  a  significant  invest¬ 
ment  component,  such  as  single  premium  life 
insurance.  In  some  cases,  those  purchases  have 
raised  serious  questions  about  whether  the  bank  has 
made  an  illegal  investment  in  the  cash  surrender  value 
(CSV)  of  life  insurance.  The  OCC  is  also  concerned 
because  the  unsecured  cash  surrender  value  of  these 
policies  has  sometimes  constituted  a  significant  per¬ 
centage  of  the  bank's  capital." 
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The  section  of  the  circular  dealing  with  "Life  Insurance 

on  Borrowers"  states  the  following: 

State  law  generally  recognizes  that  a  lender  has 
an  insurable  interest  in  the  life  of  a  borrower  to  the 
extent  of  the  borrower's  obligation  to  the  lender. 
Interpretive  Rulings  7.7495,  and  12  CFR  2.6  (c) 
and  (f)  are  relevant  for  national  banks.  They  rec¬ 
ognize  that  national  banks  may  protect  them¬ 
selves  against  the  risk  of  loss  from  the  death  of  a 
borrower.  That  protection  may  be  provided 
through  self-insurance  in  the  form  of  debt  cancel¬ 
lation  contracts,  or  by  the  purchase  of  life  insur¬ 
ance  policies  on  borrowers. 

Life  insurance  purchased  on  borrowers  must 
comply  with  non-investment  test  (A)  of  these 
guidelines.  For  borrowers  who  are  in  good  stand¬ 
ing,  a  bank’s  potential  loss  is  generally  the  princi¬ 
pal  balance  of  the  borrower’s  obligations  to  the 
bank,  including  the  maximum  amount  that  could 
be  borrowed  under  a  line  of  credit,  at  the  time  the 
insurance  is  purchased.  That  amount  would, 
therefore,  be  the  maximum  insurance  coverage 
the  bank  could  purchase  on  the  borrower. 

The  purchase  of  life  insurance  on  a  borrower  is 
not  an  appropriate  mechanism  for  effecting  a 
recovery  on  obligations  that  have  been  (or  are 
expected  to  be)  charged-off.  Such  life  insurance 
purchases  are  not  incidental  to  banking  within  the 
meaning  of  12  U.S.C.  24(7)  because  the  insur¬ 
ance  does  not  protect  the  bank  against  a  risk  of 
loss.  In  the  case  of  charged-off  loans,  the  bank 
has  already  realized  the  loss,  and  the  purchase 
of  life  insurance  more  closely  resembles  an  in¬ 
vestment  to  recover  on  that  loss. 

Test  (A)  is  also  defined  in  BC  249: 

(A)  When  the  bank  purchases  life  insurance  to 
indemnify  itself  against  the  death  of  an  individual 
(as  in  the  case  of  key-person  insurance  or  insur¬ 
ance  purchased  on  a  borrower),  the  amount  of 
insurance  coverage  must  closely  approximate 
the  risk  of  loss.  For  purposes  of  measuring  insur¬ 
ance  coverage,  the  OCC  considers  the  amount  of 
insurance  to  be  the  total  death  benefit  to  be 
received  upon  the  death  of  the  insured.  This  in¬ 
cludes  the  face  amount  of  the  policy,  any  premium 
returned,  and  accrued  interest  and/or  dividends. 

Conclusion 

Although  the  holding  of  these  policies  as  an  investment 

expressly  violat  e  intent  of  12  U.S.C.  24(7),  it  is 

understandable  that  the  bank,  because  of  its  initial 


conversation  with  the  OCC  and  the  1987-1988  corre¬ 
spondence,  believed  that  the  policies  conformed  with 
the  law.  After  the  bank  purchased  the  two  policies,  the 
OCC  issued  BC-249  (Rev),  which  comprehensively 
discusses  bank  purchases  of  life  insurance.  BC-249 
does  not  change  the  OCC  s  interpretation  of  12  U.S.C. 
24(7);  it  does,  however,  provide  more  extensive  guidance. 

Real  Estate  Developer  Credit 

Although  the  purchase  of  this  insurance  policy  is  not 
considered  “an  incidental  power  as  shall  be  necessary 
to  carry  on  the  business  of  banking"  as  defined  in 
12  U.S.C.  24  (7),  the  bank  will  be  allowed  to  keep  the 
policy  until  the  time  of  death  of  one  of  the  insured. 
However,  the  bank  will  not  be  allowed  to  retain  any 
excess  coverage.  This  is  defined  to  be  the  amount  by 
which  the  death  benefit  exceeds  the  total  of  the  princi¬ 
pal  amount  of  loans  outstanding  at  the  time  of  the 
borrower’s  death,  accrued  interest  owed  and  not  paid, 
legal  fees  incurred  by  the  bank  to  date,  and  the  cash 
surrender  value  of  the  policies  at  the  time  of  death.  Any 
excess  monies  collected  above  the  allowed  provisions 
should  be  returned  to  the  heirs  of  the  deceased. 

The  bank  will  need  to  charge  off  the  $132,000  lot  loan 
at  this  time,  as  it  is  no  longer  considered  a  bookable 
asset.  Because  the  cash  surrender  value  of  the  insur¬ 
ance  policy  is  accounted  for  as  an  other  asset  account, 
there  is  no  additional  collateral  available  to  support  the 
lot  loan.  The  bank  was  informed  it  could  retroactively 
charge  off  the  loan  as  of  February  5,  1991,  when  the 
debt  was  placed  on  nonaccrual.  If  the  charge-off  is 
made  retroactively  and  constitutes  a  material  error,  then 
the  affected  call  reports  should  be  appropriately  ad¬ 
justed  and  refiled.  The  bank  will  be  allowed  to  recover 
the  amount  charged  off  from  the  death  benefit  pro¬ 
ceeds  at  the  time  of  death  of  one  of  the  insured. 

The  following  shows  an  example  of  the  process  the  bank 
should  go  through  at  the  time  of  death  of  one  of  the  insured 
to  determine  if  any  money  is  due  to  the  heirs: 


Cash  Surrender  Value  580. 0M 

Principal  Amount  Outstanding  1 16. 0M 

Farm  RE  Loan  -  73M 
Office  Building  Loan  -  43M 

Charged-Off  Lot  Loan  132.0M 

Accrued  Interest  Owed  100.0M 

Legal  and  Miscellaneous  7.5M 


Total  Proceeds  Due  to  the  Bank  935. 5M 

Death  Benefit  Paid  880. OM 

Amount  Due  to  Heirs  of  the  Deceased  0.0M 


In  this  example,  no  monies  from  the  death  proceeds 
would  be  given  to  the  heirs  of  the  deceased 
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Farm  Credit 

To  ensure  consistency,  the  bank  will  also  be  allowed  to 
keep  this  insurance  policy.  Similarly,  the  bank  will  not 
be  allowed  to  retain  any  excess  coverage.  Excess 
coverage  is  defined  as  the  amount  by  which  the  death 
benefit  exceeds  the  total  of  the  principal  amount  of 
loans  outstanding  at  the  time  of  the  borrower's  death, 
accrued  interest  owed  and  not  paid,  legal  fees  incurred 
by  the  bank  to  date,  and  the  cash  surrender  value  of 
the  policies  at  the  time  of  death.  Any  excess  monies 
collected  above  the  allowed  provisions  should  be  re¬ 
turned  to  the  heirs  of  the  deceased. 

The  following  outlines  an  example  of  when  death  pro¬ 
ceeds  should  be  returned  to  the  heirs  of  the  deceased: 


Cash  Surrender  Value  182.0M 

Principal  Amount  Outstanding  300. OM 

Accrued  Interest  Owed  3.0M 

Legal  and  Miscellaneous  7.5M 


Total  Proceeds  Due  to  the  Bank  492. 5M 

Death  Benefit  Paid  582. OM 

Amount  Due  to  Heirs  of  the  Deceased  89. 5M 


This  borrower’s  debt  is  on  a  line  of  credit;  the  amount 
of  debt  outstanding  will  determine  the  amount  owed  to 
the  heirs  of  the  deceased.  Should  the  debt  pay  out 
totally,  the  bank  would  be  entitled  only  to  the  cash 
surrender  value  of  the  policy. 

Case  3:  Appeal  of  Report  of 
Examination 

Background 

This  bank  appealed  1 2  conclusions  from  its  most  recent 
OCC  report  of  examination.  The  bank’s  board  and 
management  believed  that  the  local  OCC  field  office 
and  examination  team  were  operating  outside  national 
policy  in  their  interpretation  and  application  of  several 
regulatory  issues.  The  bank  was  also  concerned  that 
the  report  of  examination  had  a  generally  negative  tone 
and  did  not  include  several  positive  findings  that  had 
been  discussed  with  management  during  the  examina¬ 
tion.  The  bank’s  appeal  letter  claimed  that  OCC  person¬ 
nel  were  inflexible  and  seemed  determined  to  arrive  at 
a  preestablished  negative  conclusion,  regardless  of 
the  facts. 

The  bank  has  been  subject  to  some  type  of  administra¬ 
tive  action  for  six  of  the  past  ten  years.  In  1984,  the 
board  entered  into  a  formal  agreement  with  the  OCC 
because  of  asset  quality  problems,  poor  loan  admini¬ 
stration,  inadequate  ALLL,  and  inaccurate  risk  identifi¬ 


cation  and  ratings.  Classified  assets  peaked  at  149 
percent  later  that  year  and  credit  administration  weak¬ 
nesses  persisted.  The  board  signed  a  cease  and  desist 
order  in  1985  that,  among  other  things,  prohibited  the 
president/chief  executive  officer  from  serving  in  that 
capacity.  The  board  hired  a  new  president  and  pro¬ 
moted  the  former  president  to  chairman  of  the  board. 
OCC  terminated  the  cease  and  desist  order  in  1987 
based  upon  the  bank’s  improved  condition  and  com¬ 
pliance  with  the  lending-related  articles.  Shortly  after 
that,  the  board  dismissed  the  president  and  returned 
the  chairman  to  his  previous  role  as  president/CEO.  The 
reason  cited  for  the  dismissal  was  that  the  dismissed 
president’s  ambitious  actions  were  not  in  the  best  inter¬ 
ests  of  the  ownership  family.  Credit  administration  prob¬ 
lems  resurfaced  in  1989  and  have  continued  to  the 
present.  For  various  reasons,  the  bank  has  had  seven 
different  senior  lending  officers  in  the  past  1 2  years.  The 
board  entered  into  a  memorandum  of  understanding  in 
1991.  OCC  upgraded  the  action  to  a  formal  agreement 
in  1992,  which  remained  in  effect  at  the  time  of  this 
appeal. 

An  assistant  to  the  ombudsman  and  two  senior  exam¬ 
iners  visited  the  supervisory  office  and  the  bank  to 
research  the  issues  in  this  appeal.  At  the  supervisory 
office,  this  appeal  review  team  met  with  the  field  office 
director,  the  field  manager,  and  the  examiner-in¬ 
charge.  The  team  reviewed  the  supervisory  office’s 
response  to  the  appeal  and  the  examination  working 
papers.  At  the  bank,  the  review  team  met  with  the 
chairman  of  the  board,  the  president,  and  the  senior 
lending  officer. 

Discussion  and  Conclusions 

Issue  1  -  Credit  Philosophy  and  Impact  of  1993  Flood 

(a)  Lenient  Credit  Philosophy.  The  report  of  examination 
said  that  OCC  concerns  with  the  quality  and  admini¬ 
stration  of  the  loan  portfolio  stem  from  a  "lenient  credit 
philosophy"  employed  by  management  and  the  board. 
A  letter  from  the  supervisory  office  sent  after  the  issu¬ 
ance  of  the  report  of  examination  said  that  the  borrow¬ 
ers,  not  the  bank,  too  often  control  the  lending 
relationship.  This  has  led  to  improper  loan  structuring 
and  borrower  controls.  The  appeal  requested  that  OCC 
delete  from  the  report  of  examination  and  the  supervi¬ 
sory  office  letter  all  comments  concerning  a  lenient 
credit  philosophy.  The  appeal  also  requested  that  OCC 
delete  all  references  to  the  borrowers  being  in  control 
of  the  lending  relationship. 

Discussion:  During  the  review  team’s  discussions  at  the 
bank,  the  chairman,  president,  and  senior  loan  officer 
acknowledged  that  the  bank  once  employed  a  "lenient 
credit  philosophy."  The  president/CEO  and  senior  loan 
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officer  also  conceded  that  certain  borrowers  have  con¬ 
trolled  the  lending  relationship.  The  Ombudsman’s  Of¬ 
fice  believes  that  the  bank’s  credit  philosophy  jiad 
begun  changing  by  the  time  of  the  onsite  review  of  the 
appeal.  The  ombudsman’s  review  confirmed  manage¬ 
ment’s  assertion  that  the  change  has  occurred  gradu¬ 
ally  over  time.  The  board  and  management  committed 
to  changing  the  credit  philosophy  in  1992.  The  board 
signed  a  formal  agreement  with  OCC  and  appointed 
the  current  senior  loan  officer.  However,  according  to 
management,  the  lending  staff  and  customer  base 
resisted  the  bank’s  efforts  to  change.  The  1993  flood  in 
the  bank’s  region  and  the  subsequent  significant  ad¬ 
verse  impact  upon  many  of  the  bank’s  borrowers  further 
frustrated  their  efforts  to  clean  up  the  troubled  loan 
portfolio.  Management  intended  to  work  with  its  trou¬ 
bled  borrowers  following  the  spirit  of  an  OCC  banking 
bulletin  that  encouraged  banks  to  work  with  borrowers 
affected  by  natural  disasters.  The  June  1994  examina¬ 
tion  occurred  18  months  after  the  bank  entered  into  the 
formal  agreement.  The  senior  loan  officer  claims  to 
have  been  only  about  one-third  of  the  way  through  the 
process  of  restructuring  the  troubled  loan  portfolio  at 
that  time.  Because  of  the  sense  of  urgency  communi¬ 
cated  at  the  most  recent  examination,  management 
realized  it  needed  to  take  more  drastic  measures  and 
has  since  intensified  its  effort. 

Conclusion:  The  supervisory  office  will  revise  the  com¬ 
ments  in  the  report  of  examination  and  the  supervisory 
office  letter  referring  to  a  lenient  credit  philosophy. 
These  revisions  will  clarify  and  better  document  the 
bank's  progress.  The  section  "Matters  Requiring  Board 
Attention"  will  emphasize  that  the  senior  loan  officer's 
progress  in  changing  this  philosophy  and  establishing 
prudent  underwriting  guidelines  has  been  slow. 

(b)  Contribution  of  Credit  Philosophy  to  Bank's  Lack 
of  Progress.  The  supervisory  office  letter  made  refer¬ 
ence  to  a  statement  in  the  bank's  response  to  the 
report  of  examination  regarding  the  reasons  for  the 
bank’s  lack  of  progress  in  reducing  the  level  of  clas¬ 
sified  assets.  In  the  appeal,  management  denied 
ever  making  this  statement  and  requested  that  OCC 
revise  the  language  in  the  letter  to  properly  reflect  the 
bank’s  response. 

Discussion:  The  supervisory  office  letter  misquoted 
part  of  the  bank's  response  to  the  report  of  examination 
as  follows: 

Your  response  indicates  that  the  bank's  credit 
philosophy  is  encouraged  by  an  OCC  banking 
bulletin  addressing  natural  disasters,  and  this 
philosophy  contributed  to  the  bank's  lack  of  pro¬ 
gress  in  reducing  classified  credits  to  an  appro¬ 
priate  level. 


The  referenced  statement  in  the  bank's  letter  said  the 
following: 

Further,  we  acknowledge  that  our  philosophy  of 
attempting  to  work  with  troubled  borrowers  may 
have  [emphasis  added]  contributed  to  a  lack  of  a 
sudden  and  dramatic  decrease  in  the  level  of 
problem  loans. 

Conclusion:  The  ombudsman  concurred  that  the  super¬ 
visory  office  letter  misrepresented  the  bank’s  response 
to  the  report  of  examination.  The  supervisory  office  will 
revise  its  letter  to  more  accurately  represent  the  thought 
conveyed  in  the  bank’s  letter.  It  will  also  express  the 
bank’s  belief  that  management's  ability  to  maintain  a 
relatively  stable  level  of  classified  assets  despite  the 
flood  suggests  that  both  the  board  and  management 
have  been  working  diligently  to  minimize  potential 
problems. 

c)  Impact  of  1993  Flood.  The  supervisory  office  letter 
also  asserted  that  although  the  1993  flood  adversely 
affected  the  bank’s  borrowers,  it  was  not  directly  re¬ 
sponsible  for  increasing  the  volume  of  classified  as¬ 
sets.  The  appeal  requested  that  OCC  acknowledge  the 
major  adverse  impact  that  the  flood  had  upon  the  bank 
and  its  borrowers. 

Discussion:  The  appeal  review  found  that  the  county 
the  bank  is  located  in,  like  most  of  the  surrounding 
counties,  was  designated  a  major  disaster  area  eligible 
for  federal  assistance  by  the  Federal  Emergency  Man¬ 
agement  Agency.  The  bank  identified  21  borrowers  that 
the  floods  of  1993  adversely  impacted.  Many  of  these 
borrowers  had  exhibited  serious  financial  weaknesses 
long  before  the  1993  flood.  However,  the  bank  adjusted 
terms  on  existing  loans  and  eased  credit-extension 
terms  for  new  loans  to  these  borrowers  because  of 
heavy  rains  associated  with  the  1993  flooding. 

Conclusion:  The  report  of  examination  did  not  directly 
discuss  the  impact  of  the  flood.  The  supervisory  office 
will  revise  the  report  to  recognize  the  impact  of  the  flood 
on  the  bank  and  its  borrowers.  It  will  say  that  the 
resulting  short  crop  in  the  region  retarded  the  bank’s 
progress  with  certain  borrowers.  The  supervisory  office 
will  also  revise  its  letter  to  the  bank. 

Issue  2  -  Risk  Rating  System 

The  report  of  examination  and  supervisory  office  letter 
concluded  that  the  bank's  risk  rating  system  is  inaccu¬ 
rate.  The  letter  said  that  OCC  classified  13  percent  of 
the  credit  relationships,  or  seven  credits,  more  severely 
than  management  The  appeal  requested  that  OCC 
amend  the  exception  rate  quoted  on  risk  rating  errors 
to  show  six  exceptions  rather  than  seven,  with  the 
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corresponding  percentage  corrected.  The  appeal  also 
requested  that  OCC  amend  any  statements  in  the 
report  of  examination  to  reflect  the  true  quality  of  the 
bank’s  risk  assessment  system  for  loans,  especially  the 
section  "Compliance  With  Enforcement  Actions."  The 
bank  believes  the  overall  risk  rating  system  is  ade¬ 
quate,  with  several  minor  rating  changes  recom¬ 
mended  during  the  examination. 

Discussion:  The  report  of  examination  said  that  the 
bank’s  problem  loan  identification  system  is  accurate. 
The  ombudsman  agreed  that  the  bank’s  problem  loan 
list  effectively  identifies  troubled  borrowers.  Examiners 
reviewed  55  credits  totaling  $9.2  million  and  only  clas¬ 
sified  two  loans  that  were  not  on  the  bank’s  watch/prob¬ 
lem  loan  list.  Management's  internal  list  totals  $2.83 
million  in  classified  loans  versus  $2.85  million  for  the 
OCC  examination  report.  If  special  mention  loans  are 
included,  the  bank’s  total  criticized  loans  exceed  those 
identified  by  the  examining  team. 

The  categorization  of  individual  loans,  however,  is  an¬ 
other  matter.  The  Ombudsman's  Office  analysis 
showed  that  there  were  actually  1 1  differences  in  risk 
ratings.  In  five  of  those  instances,  the  bank  rating  is 
more  severe  than  OCC's.  The  ombudsman  appreciates 
the  bank’s  desire  for  greater  conservatism  and  is  not 
critical  of  that.  The  focus  of  an  effective  risk  rating 
system  should  be  on  identification  and  accurate  cate¬ 
gorization  of  risk.  The  remaining  six  differences  repre¬ 
sent  credits  on  which  the  OCC  rating  is  more  severe 
than  the  bank’s.  The  ombudsman  considers  two  of 
these  to  be  minor  misses  because  of  the  small  amount 
of  the  difference  or  size  of  the  loan.  Three  of  the  misses 
are  agricultural  lines  in  which  the  bank  classified  only 
the  actual  carryover  note,  consistent  with  the  approach 
used  at  the  1 992  examination  (the  ombudsman’s  analy¬ 
sis  of  critiziced  loan  write-ups  in  the  1993  report  of 
examination  was  inconclusisve).  As  noted  in  the  bank’s 
appeal,  the  1994  examining  team  also  classified  the 
amortizing  M&E  and  RE  notes  based  on  the  common 
source  of  repayment.  The  ombudsman  agrees  with  the 
philosophy  used  by  the  OCC  examiners. 

Conclusion:  The  supervisory  office  will  revise  the  "Mat¬ 
ters  Requiring  Board  Attention"  section  of  the  report  of 
examination  and  the  supervisory  office  letter.  The  report 
and  letter  will  say  that  the  bank’s  problem  loan  identifi¬ 
cation  system  is  effective,  but  the  risk  rating  system 
needs  further  refinement.  The  number  of  risk  rating 
differences  will  be  revised  from  seven  to  six.  The  super¬ 
visory  office  will  also  revise  the  "Compliance  With  En¬ 
forcement  Actions"  section  of  the  report,  which 
discusses  article  III  of  the  formal  agreement,  to  say  that 
management  and  the  board  have  made  progress  in  the 
identification  of  problem  credits  and  loan  documenta¬ 
tion.  However,  the  internal  risk  rating  system  and  docu¬ 


mentation  tracking  system  both  need  further  enhance¬ 
ment. 

Issue  3  -  ALLL  Balance 

The  report  of  examination  concluded  that  the  current 
level  of  the  ALLL  does  not  adequately  cover  inherent 
risk  in  the  loan  portfolio.  To  address  the  situation,  man¬ 
agement  agreed  to  make  a  $50,000  provision  during 
the  examination.  The  appeal  requested  that  OCC  revise 
the  report  of  examination  to  reflect  that  the  level  of  the 
ALLL  as  of  the  examination  date  was  adequate.  It  also 
requested  permission  to  reverse  the  $50,000  provision 
made  at  the  request  of  the  examination  team. 

Discussion:  The  examining  team  concluded  that  the 
bank’s  methodology  is  adequate  and  there  is  no  mate¬ 
rial  difference  in  the  volume  and  categorization  of  prob¬ 
lem  loans,  in  aggregate.  The  bank  does  not  understand 
how  OCC  determined  the  need  for  an  additional 
$50,000  provision.  Management  claims  the  examining 
team  refused  to  show  the  bank  its  calculations  support¬ 
ing  the  need  for  the  $50,000  provision.  The  bank  uses 
four  methods  to  analyze  the  ALLL:  1)  classification  of 
risk,  2)  specific  allocations,  3)  loan  pools,  and,  4) 
historical  loss  experience.  They  place  the  most  reliance 
on  methods  1  and  2.  The  examiners  worked  with  the 
bank’s  methodologies  using  the  revised  classification 
numbers  per  the  report  of  examination. 

Conclusion:  Deterioration  in  one  of  the  bank’s  troubled 
loans  after  the  examination  resulted  in  an  additional 
$50,000  charge-off  by  the  bank.  Management  thus  no 
longer  desires  to  reverse  the  $50,000  provision  re¬ 
quested  during  the  examination.  Nonetheless,  the 
bank’s  comments  on  this  appeal  issue  are  under¬ 
standable  and  appropriate.  The  examining  team 
should  have  fully  supported  its  request  for  the  addi¬ 
tional  provision  in  the  report  of  examination.  Consider¬ 
ing  the  circumstances  associated  with  the  additional 
$50,000  provision,  the  ombudsman  understands  how 
the  bank  might  challenge  the  request  as  arbitrary.  The 
supervisory  office  will  delete  all  references  to  the  re¬ 
quested  $50,000  provision  from  the  report  of  examina¬ 
tion  and  the  supervisory  office  letter. 

Issue  4  -  Loan  Administration  Practices 

The  report  of  examination  concluded  that  loan  administra¬ 
tion  practices  remain  unsatisfactory.  It  concluded  that  the 
volume  of  exceptions  is  not  severe,  but  highlighted  the 
ineffectiveness  of  the  bank's  tickler  system.  The  appeal 
requested  that  OCC  amend  the  "unsatisfactory"  descrip¬ 
tion  of  loan  administration  practices  to  more  accurately 
reflect  the  bank’s  current  practices  and  acknowledge 
improvements  made  over  the  past  two  years.  The  bank 
also  requested  that  OCC  amend  report  of  examination 
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comments  concerning  noncompliance  with  article  IV  of 
the  formal  agreement  to  reflect  compliance. 

Discussion:  Management  acknowledged  that  addi¬ 
tional  effort  is  required  in  this  area.  However,  the  bank 
has  made  substantial  progress  during  the  last  two 
years  in  reducing  the  volume  of  documentation  excep¬ 
tions.  In  fact,  documentation  exceptions  have  been 
reduced  to  23  percent  at  this  examination  from  42 
percent  at  the  1992  examination.  The  bank  believes 
that  the  examiners’  conclusions  are  very  harsh  consid¬ 
ering  how  much  loan  administration  practices  have 
improved.  The  1993  report  of  examination  stated  that 
loan  administration  had  improved  and  the  bank  had 
made  good  progress  in  complying  with  the  formal 
agreement.  The  bank  questions  how  the  tickler  system 
can  be  ineffective  if  exceptions  are  not  severe  and 
examination  reports  after  the  signing  of  the  formal 
agreement  reflect  improvement  in  loan  administration. 
The  bank  complains  that  examiners  at  previous  exami¬ 
nations  reviewed  but  did  not  cite  several  documenta¬ 
tion  exceptions  listed  in  the  1 994  report  of  examination. 
The  bank  also  believes  that  some  of  the  exceptions  are 
questionable.  The  bank  notes  that  article  IV  of  the 
formal  agreement  does  not  require  perfection  in  the 
area  of  loan  administration,  only  improvement.  Further, 
the  article  does  not  outline  what  is  an  acceptable  level 
of  documentation  exceptions. 

Conclusion:  The  ombudsman  recommended  that  the 
bank  reconsider  its  goal  of  maintaining  credit  excep¬ 
tions  and  collateral  exceptions  each  below  a  10  percent 
level.  Although  OCC  has  not  published  specific  guide¬ 
lines  for  an  acceptable  level  of  documentation  excep¬ 
tions,  the  bank’s  target  of  20  percent  for  the  combined 
exceptions  is  high.  Nonetheless,  the  ombudsman 
agreed  that  the  examiners’  conclusions  are  harsh  con¬ 
sidering  the  bank's  loan  administration  practices  before 
the  1992  examination.  The  1994  comments  are  also 
inconsistent  with  the  positive  tone  established  by  the 
1993  report  of  examination.  Therefore,  the  supervisory 
office  will  revise  the  1994  report  of  examination  to 
recognize  the  improvement  in  loan  documentation 
since  1992.  It  will  also  say  that  further  strengthening  is 
still  required. 

Issue  5  -  Management  and  Board  Supervision 

The  report  of  examination  said  that  management  and 
board  supervision  over  the  bank  is  weak.  It  also  ques¬ 
tioned  management's  ability  to  make  necessary 
changes  It  concludes  that  management  and  the  board 
have  not  provided  adequate  leadership  to  effect 
changes  necessary  to  comply  with  the  formal  agree¬ 
ment  They  have  not  proven  effective  in  improving  asset 
quality  and  the  bank's  condition  continues  to  reflect 
significant  loan  administration  and  financial  weak¬ 


nesses.  The  appeal  requested  that  OCC  modify  the 
comments  throughout  the  report  of  examination  to  more 
accurately  reflect  the  level  of  board  and  management 
supervision  and  the  efforts  made  since  signing  the 
formal  agreement  in  1992.  The  appeal  also  requested 
that  OCC  remove  from  the  report  of  examination  com¬ 
ments  concerning  the  board’s  failure  to  hold  the  bank’s 
president  and  the  management  team  accountable. 

Discussion:  The  ombudsman's  onsite  review  confirmed 
that  the  board  and  management  have  made  consider¬ 
able  progress  since  the  1994  examination.  The  report 
of  examination  said  that  the  chairman  of  the  board  and 
president  must  take  the  lead  if  a  change  in  lending 
philosophy  is  to  occur.  The  ombudsman  believes  that 
the  bank’s  credit  philosophy  is  changing  and  that  the 
current  board  and  president  are  responsible  for  the 
change.  It  is  difficult,  however,  to  pinpoint  exactly  when 
this  change  occurred.  The  examining  team  based  its 
conclusions  upon  tangible,  concrete  measurements 
evident  as  of  the  examination  date. 

Although  asset  quality  is  a  key  supervisory  concern,  it 
is  not  the  only  reason  for  the  examining  team’s  criticism 
of  management.  Other  weaknesses  include  loan  ad¬ 
ministration  deficiencies,  weak  earnings,  and  lack  of 
adequate  accountability.  Noncompliance  with  five  arti¬ 
cles  of  the  formal  agreement  continues  despite  OCC 
criticism  of  many  of  these  items  dating  to  1978.  The 
examining  team  deliberately  designed  its  criticism  of 
management  in  the  report  of  examination  to  underscore 
OCC's  concern  with  the  serious  and  continuing  defi¬ 
ciencies  in  the  bank's  operations.  Identified  weak¬ 
nesses  in  documentation  and  underwriting  are  not  in 
the  best  interest  of  the  bank  or  its  troubled  borrowers. 
Neither  the  bank  nor  its  borrowers  are  well  positioned 
for  another  severe  downturn  in  the  farm  economy. 

Conclusion:  Although  the  ombudsman  concurred  with 
the  supervisory  office’s  conclusions  concerning  man¬ 
agement  and  board  supervision,  he  felt  the  use  of  the 
term  "weak”  conveyed  a  worse  connotation  than  those 
conclusions  warranted.  Therefore,  the  supervisory  of¬ 
fice  will  revise  all  references  to  "weak"  management 
and  board  supervision  in  the  report  of  examination  and 
the  supervisory  office  letter  to  say  that  supervision  and 
administration  by  the  board  and  management  is  less 
than  satisfactory.  The  supervisory  office  will  also  delete 
sentences  in  the  report  of  examination  questioning 
management's  ability  to  make  the  necessary  changes 
to  correct  the  bank's  problems. 

Issue  6  -  Violation  of  12  CFR  215.5(d)(4),  Additional 
Restrictions  on  Loans  to  Executive  Officers 

The  report  of  examination  cited  this  violation  of  Regu¬ 
lation  O.  The  bank  extended  credit  to  its  president 
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without  making  the  extension  subject  to  demand  any 
time  he  is  indebted  to  any  other  bank(s)  in  an  aggregate 
amount  greater  than  2.5  percent  of  the  bank’s  capital 
and  unimpaired  surplus  or  $100,000,  whichever  is  less. 
The  bank  believes  the  violation  never  existed  and  that  the 
demand  feature  for  the  president's  credits  is  unnecessary. 
The  appeal  requested  that  the  Ombudsman’s  Office  re¬ 
move  the  violation  from  the  report  of  examination. 

Discussion:  The  bank  granted  a  $50,000  home  equity 
line  to  its  president  in  1989  with  a  12-year  maturity.  Later 
that  year,  the  bank  also  granted  him  a  $136,000  resi¬ 
dential  real  estate  loan  with  a  14-year  maturity.  The 
appeal  claims  there  was  no  specific  requirement  that 
the  bank  put  the  demand  feature  in  writing  until  Con¬ 
gress  revised  the  regulation  in  May  1992.  The  Federal 
Register  entry  for  the  revision  shows  that  its  authors 
viewed  the  additional  "in  writing’’  language  not  as  a 
change  in  the  requirement  for  the  demand  feature,  but 
rather  as  a  clarification  that  the  demand  feature  must 
be  written. 

The  appeal  also  contends  that  Regulation  Z  prevented 
home  equity  lines  of  credit  from  containing  a  demand 
clause  until  Congress  amended  the  regulation  in  July 
1992.  That  revision,  long  after  the  bank  granted  the 
loans  in  question,  authorized  demand  clauses  in  home 
equity  lines  of  credit  for  executive  officers.  It  was  not 
until  September  1991  that  the  Federal  Reserve  Board 
informally  advised  banks  confronted  with  this  dilemma 
that  Regulation  O  takes  precedent  over  Regulation  Z. 
This  advisement  also  stated  that  it  is  not  the  mere 
presence  of  a  demand  feature  that  creates  a  conflict 
between  the  two  regulations.  Rather,  it  is  the  lender’s 
exercise  of  the  demand  feature  that  creates  the  conflict. 

Conclusion:  The  ombudsman  decided  that  there  was 
no  specific  requirement  that  the  demand  feature  be  in 
writing  until  the  May  1 992  revision  of  the  regulation.  The 
Federal  Reserve’s  tacit  acknowledgement  that  the 
regulation  was  unclear  before  this  time  confirms  the 
uncertainty  regarding  the  provision.  The  ombudsman 
also  concurred  that  Regulation  Z  prevented  home  eq¬ 
uity  lines  of  credit  from  containing  a  demand  clause 
until  the  July  1992  amendment.  Because  of  the  appar¬ 
ent  conflict  between  Regulation  Z  and  Regulation  O, 
and  because  the  requirement  that  the  demand  clause 
be  written  was  not  explicitly  a  part  of  Regulation  O  at 
the  time  the  bank  granted  the  loans,  the  supervisory 
office  will  remove  the  violation  of  law  from  the  report  of 
examination. 

Issue  7-  Violation  of  24  CFR  3500.7(e)(1)(iii),  Particu¬ 
lar  Providers  Required  by  Lender 

The  report  of  examination  cited  a  violation  of  Regulation 
X.  If  a  lender  requires  the  use  of  a  particular  provider  of 


a  settlement  service,  it  must  inform  the  borrower  of  the 
nature  of  the  relationship  between  each  provider  and 
the  lender.  The  bank’s  list  of  required  providers  of 
settlement  services  did  not  describe  the  nature  of  any 
relationship  between  each  such  provider  and  the 
lender.  Instead,  the  bank  merely  informed  customers  it 
had  used  the  servicer  within  the  last  12  months.  Man¬ 
agement  does  not  believe  there  is  a  violation  of  this 
regulation,  which  they  consider  to  be  vague.  The  ap¬ 
peal  requested  that  OCC  remove  the  violation  from  the 
report  of  examination. 

Discussion:  The  bank  prefaced  each  list  of  providers 
with  the  words:  “We  require  the  use  of  the  following 
appraisers.  We  have  used  or  required  their  use  over  the 
past  12  months.”  Management  claims  the  examiners 
initially  insisted  that  the  bank  state  a  percentage  of 
times  that  the  bank  had  used  a  particular  required 
provider.  The  bank  responded  that  such  action  is  im¬ 
possible  and  impractical  because  it  uses  different 
providers  at  different  times  of  the  year  and  the  informa¬ 
tion  would  be  misleading  to  the  borrower.  The  bank 
claims  to  have  later  learned  that  for  similar  reasons,  in 
July  1994  the  Department  of  Housing  and  Urban  De¬ 
velopment  (HUD)  eliminated  a  statement  of  the  per¬ 
centage  of  times  a  lender  used  a  particular  provider  as 
an  acceptable  option  in  describing  the  relationship 
between  lender  and  provider.  HUD  claims  that  it  does 
not  now,  nor  did  it  ever,  require  disclosure  of  the  per¬ 
centage  of  times  a  lender  used  a  provider.  OCC  and 
HUD  recommend  use  of  language  such  as  "most  of  the 
time,”  or  “frequently”  to  describe  the  nature  of  the 
relationship  between  the  provider  and  lender. 

Conclusion:  Because  of  a  lack  of  guidance  available  to 
lenders  about  what  is  required  by  HUD,  and  because 
the  bank  is  now  using  terms  similar  to  "frequently”  and 
“most  of  the  time,"  the  ombudsman  concluded  that  the 
supervisory  office  should  remove  the  violation  from  the 
report  of  examination. 

Issue  8  -  Classification  of  a  Loan 

The  examiners  classified  the  non-SBA-guaranteed  por¬ 
tion  of  a  borrower's  indebtedness  as  “substandard.” 
The  appeal  requested  that  the  report  of  examination  list 
this  credit  as  a  "pass." 

Discussion:  The  borrower  is  a  local,  incorporated  drug 
store.  The  principal  shareholder  guarantees  this  debt. 
The  notes  have  always  paid  as  agreed.  In  the  bank's 
opinion,  the  borrower’s  financial  data  reflect  adequate 
working  capital,  decreasing  liabilities,  and  increasing 
net  worth.  The  bank  acknowledges  that  sales  have 
shown  a  declining  trend  that  requires  some  monitoring. 
However,  it  thinks  the  examiners  exaggerated  their 
conclusions  concerning  cash  flow  deficiencies  and 
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does  not  believe  that  a  leverage  ratio  of  2.19  is  exces¬ 
sive  The  bank  maintains  that  the  guarantor  has  suffi¬ 
cient  liquidity  as  well  as  an  adequate  salary  fromlhe 
company  to  support  the  company’s  nominal  cash  flow 
shortfalls.  Finally,  the  bank  asserts  that  the  OCC’s  po¬ 
sition  on  this  credit  is  in  contradiction  to  Banking  Bulle¬ 
tin  93-12,  Interagency  Policy  Statement  on  Credit 
Availability ,  dated  March  10,  1993.  The  bank  acknow¬ 
ledges  that  it  does  not  qualify  to  participate  in  this 
program  without  prior  approval.  However,  its  under¬ 
standing  is  that  the  banking  bulletin  is  directed  primar¬ 
ily,  but  not  solely,  to  loans  which  fall  into  the 
basket-of-loans  category.  If  the  OCC  chooses  to  class¬ 
ify  known  borrowers  with  extended  favorable  payment 
records  and  good  character,  banks  will  have  little  in¬ 
centive  to  extend  additional  credit  to  borrowers  who 
have  some  minor  flaw  in  their  financial  data.  Such 
action  has  the  effect  of  limiting  credit  availability. 

The  examiners  identified  several  well-defined  weak¬ 
nesses  in  this  credit.  These  weaknesses  include  inade¬ 
quate  cash  flow  to  service  the  debt  in  1992,  1993,  and 
1 994;  decli  ning  sales  due  to  competition  from  a  national 
retailer;  significant  volume  (55  percent)  of  accounts 
receivable  over  90  days  with  no  aging  on  file;  and 
increase  in  accounts  payable  without  a  corresponding 
increase  in  inventory.  The  examiners  concluded  that 
the  loan  has  been  kept  current  by  depleting  cash 
reserves  and  extending  accounts  payable.  A  fiscal  year 
1994  financial  statement  not  available  to  the  examining 
team  that  was  submitted  during  the  appeals  process 
reflects  some  improvement.  Sales  volume  improved 
slightly  over  1993,  net  income  increased  marginally, 
total  debt  declined,  and  net  worth  increased.  However, 
the  slightly  improved  cash  flow  is  still  insufficient  to 
satisfy  debt  service  requirements.  The  cash  flow  short¬ 
fall  has  increased  steadily  since  fiscal  year  1992.  Re¬ 
ceivables  reflect  an  increase  with  no  aging  information 
available,  payables  are  up  without  a  corresponding 
increase  in  merchandise  inventory,  and  days  payable 
increased  by  five  days.  Analysis  of  the  guarantor's  April 
1993  financial  statement  shows  that  it  offers  more  than 
the  nominal  support  stated  in  the  loan  write-up.  The 
guarantor’s  April  1 993  personal  financial  statement  lists 
cash  of  $39,000,  marketable  stocks  and  bonds  of 
$19,000,  and  real  estate  of  $50,000  with  debt  of  $7,000 
and  net  worth  of  $226,000. 

The  interagency  policy  statement  encourages  all  banks 
to  make  loans  to  small-  and  medium-sized  businesses 
and  to  use  their  judgement  in  broadly  assessing  the 
creditworthy  nature  of  a  borrower  —  general  reputation 
and  good  character  as  well  as  financial  condition.  As 
further  explained  in  Banking  Bulletin  93-18,  Inter¬ 
agency  Policy  Statement  on  Small  Business  Loan 
Documentation,  dated  April  2,  1993,  the  program  also 
offers  some  relief  for  banks  that  do  not  qualify  for  the 


program,  and  for  loans  that  are  not  in  the  exempt 
portion  of  the  portfolio.  However,  the  intention  of  the 
policy  statement  is  to  eliminate  unnecessary  documen¬ 
tation  on  small-  to  medium-sized  business  and  farm 
loans  for  highly  rated  and  well-  or  adequately  capital¬ 
ized  institutions.  The  policy  statement  provides  guide¬ 
lines  for  some  additional  flexibility  that  institutions  may 
apply  in  their  documentation  policies  for  small-  and 
medium-sized  business  and  farm  loans  without  exam¬ 
iner  criticism.  Neither  issuance  says  that  examiners  will 
not  criticize  the  creditworthiness  of  loans  granted  on 
this  basis.  The  issuances  say  that  banks  should  make 
loans  to  creditworthy  borrowers,  whenever  possible,  as 
long  as  they  are  fully  consistent  with  safe  and  sound 
banking  practices.  Although  the  examiners  criticized 
this  loan,  they  did  not  criticize  the  bank  for  continuing 
its  relationship  with  the  borrower.  Further,  the  collateral 
exception  cited  by  the  examining  team  is  not  consid¬ 
ered  unnecessary.  A  current  aged  listing  of  receivables 
and  payables,  and  details  on  the  company’s  inventory, 
are  essential  to  an  accurate  evaluation  of  this  deterio¬ 
rating  credit. 

Conclusion :  The  ombudsman  concurred  with  the  exam- 
ini  ng  team  that  there  are  several  well-defined  weak¬ 
nesses  in  this  credit  based  upon  the  information 
available  during  the  examination.  He  concluded  that 
the  substandard  rating  is  correct  based  upon  the  infor¬ 
mation  available  during  the  examination.  However,  the 
supervisory  office  will  expand  the  loan  write-up  in  the 
report  of  examination  to  better  support  the  reasons  for 
classification. 

Issue  9  -  Classification  of  a  Loan 

The  examining  team  classified  this  borrower’s  loan  as 
’’loss."  Management  believes  a  more  appropriate 
classification  at  this  time  might  be  “substandard." 
Should  the  borrower  fail  to  adhere  to  a  more  reason¬ 
able  repayment  program  and/or  pledge  additional 
collateral,  the  bank  would  be  prepared  to  assign  a 
more  severe  rating. 

Discussion:  The  debt  originated  at  $24,000,  when  the 
borrower  assumed  debt  of  her  son-in-law.  It  now  has  a 
balance  of  $16,000.  The  son-in-law  had  used  approxi¬ 
mately  $10,000  of  the  original  amount  to  purchase 
equipment,  which  he  pledged  as  collateral.  However, 
the  bank's  management  could  not  provide  any  docu¬ 
mentation  to  support  the  existence  or  value  of  the 
collateral.  The  borrower  used  the  balance  of  the  original 
amount  for  terracing  and  tilling  work  performed  on  the 
maker's  farm.  The  bank  has  not  established  a  formal 
repayment  plan.  The  borrower  pays  whatever  she  can 
at  each  annual  maturity.  The  repayment  history  to  date 
translates  into  a  15-year  payout,  a  lengthy  amortization 
for  unsecured  or  farm  equipment  loans. 
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In  the  bank’s  opinion,  the  examiner’s  loss  classification 
is  not  based  upon  the  borrower's  financial  ability  but 
rather  the  lack  of  specific  documentation  available  for 
the  examiners'  review  (i.e. ,  current  credit  information, 
set  repayment  program,  etc.).  The  bank  claims  the 
borrower  has  never  failed  to  perform  as  requested.  The 
bank  acknowledges  that  this  credit  requires  additional 
supervision.  The  bank  admits  it  did  not  adopt  and 
enforce  a  realistic  repayment  program  or  obtain  suffi¬ 
cient  credit  and  collateral  documentation  at  each  re¬ 
newal.  However,  at  previous  examinations,  the 
examiners  did  not  classify  the  credit.  The  bank,  appar¬ 
ently  with  the  agreement  of  the  previous  examiners,  has 
focused  its  efforts  on  significant  problems  rather  than 
exerting  itself  over  a  small  credit.  The  bank’s  loan  policy 
allows  officers  to  lend  unsecured  as  much  as  10  per¬ 
cent  of  a  borrower’s  net  worth,  absent  any  liquidity, 
leverage,  or  other  financial  concerns.  This  borrower 
has  some  liquidity  and  a  reasonable  net  worth.  There 
is  no  evidence  that  the  borrower  is  unwilling  to  make 
larger  payments  or  has  any  significant  financial  prob¬ 
lems.  The  bank  has  not  explored  whether  the  borrower 
would  be  willing  to  pledge  any  additional  collateral. 

Conclusion:  The  ombudsman  concurred  that  the  exam¬ 
iner’s  loss  classification  appears  to  be  based  more  on 
the  absence  of  both  specific  documentation  and  a 
realistic  repayment  program  than  upon  the  borrower's 
financial  ability.  The  loan  may  be  re-booked  and  clas¬ 
sified  doubtful/nonaccrual.  This  pending  classification 
is  appropriate  until  the  next  renewal.  The  bank  can  then 
set  up  a  realistic  repayment  structure  and  clearly  iden¬ 
tify  lien-perfected  collateral. 

Issue  10  -  Nonaccrual  Treatment  of  Loans 

The  examiners  placed  two  loans  to  this  borrower  on 
nonaccrual  status  with  accrued  interest  charged 
against  earnings.  The  appeal  requested  that  OCC  re¬ 
turn  the  two  loans  to  accrual  status. 

Discussion:  The  borrower  runs  a  row  crop  and  cow/calf 
operation  with  six  loans  outstanding  to  the  bank.  The 
bank  made  loan  1  for  the  purchase  of  farm  real  estate 
and  structured  it  with  annual  payments  that  are  paying 
as  agreed.  The  loan-to-value  ratio  on  this  note  is  49 
percent.  The  real  estate  is  also  cross-pledged  to  all  of 
the  borrower’s  remaining  debt,  as  is  a  blanket  security 
agreement  on  farm  chattel.  The  overall  loan-to-value 
ratio  is  88  percent.  Loan  2  was  made  to  purchase 
equipment.  The  bank  structured  the  loan  for  annual 
payments,  which  are  current.  Loan  3  represents  carry¬ 
over  operating  debt  going  back  more  than  a  decade. 
This  debt  has  been  on  nonaccrual  since  March  1992 
with  a  partial  charge-off  taken  in  1985.  Loans  4,  5,  and 
6  consist  of  the  1994  operating  line,  the  remainder  of 
the  1993  operating  line  collateralized  by  grain  on  hand, 


and  a  loan  for  the  purchase  of  livestock.  These  last 
three  loans  were  not  subject  to  classification  because 
of  liquid  collateral  and  a  reasonable  cash  flow  projec¬ 
tion  evidencing  the  ability  to  repay  the  1994  operating 
line 

The  examiners  concluded  that  loans  1  and  2  should  be 
placed  on  nonaccrual,  like  loan  3.  All  three  loans  have 
the  same  source  of  repayment.  The  examiners  con¬ 
cluded  that  there  is  insufficient  cash  flow  to  service  the 
debt.  The  bank  added  $19,000  of  1993  carryover  to 
note  3,  which  was  already  on  nonaccrual,  and  rolled 
over  approximately  $1 1 ,000  into  note  6.  The  term  pay¬ 
ments  on  loans  1  and  2  made  during  the  past  year 
totaled  $18,000. 

Banking  Bulletin  91-19,  Nonaccrual  Loan  Issues ,  dated 
May  20,  1991,  says  that  the  placement  of  one  of  a 
borrower’s  loans  on  nonaccrual  does  not  require  that 
the  lender  treat  all  other  loans  to  that  borrower  similarly. 

If  the  bank  expects  full  collection  of  the  other  loans,  they 
may  remain  on  accrual  status.  The  determining  factor 
is  how  the  borrower  is  repaying  each  loan.  The  structure 
of  lending  arrangements  and  dedication  of  cash  flows 
from  income-producing  collateral  are  also  key  consid¬ 
erations  in  applying  these  rules. 

Following  normal  agricultural  lending  practices,  the 
bank  built  into  the  1993  cash  flow  projection  the  pay¬ 
ments  on  notes  1,  2,  and  3.  It  included  the  $15,000 
payment  on  loan  3  in  February,  the  $14,000  payment 
on  loan  1  in  March,  and  the  $4,000  payment  on  loan  2 
in  September.  The  bank  made  advances  for  these 
payments  as  planned.  Also,  the  senior  loan  officer  said 
that  the  borrower  prepaid  $11,000  in  1994  operating 
expenses  during  1993.  This  is  the  $1 1 ,000  "rolled  over" 
into  note  6,  the  1994  operating  line.  At  the  end  of  the 
operating  year,  the  cash  flow  was  short  by  $19,000. 
However,  had  the  bank  scheduled  the  note  payments 
to  come  at  year-end  and  prioritized  them  to  cover 
current  operating  debt,  term  debt,  and  then  carryover, 
there  would  have  been  sufficient  funds  to  repay  all  the 
1993  operating  expenses.  The  $33,000  paid  on  notes 
1,  2,  and  3  would  have  been  available  at  year-end  to 
offset  the  $1 9,000  of  carryover  and  service  the  $1 4,000 
requirement  of  note  1 .  The  $1 1 ,000  prepaid  expenses 
would  have  covered  the  $4,000  requirement  of  note  2. 
Therefore,  the  cash  flow  shortfall  for  note  3  is  consistent 
with  its  nonaccrual  status. 

Conclusion:  The  bank  may  return  loans  1  and  2  to 
accrual  status  and  reverse  the  $1,287  charge-off  of 
accrued  interest.  The  supervisory  office  will  revise  the 
report  of  examination  and  supervisory  office  letter  ac¬ 
cordingly.  The  ombudsman  based  this  decision  upon 
the  borrower's  1993  cash  flow,  1994  projections,  and 
adequate  collateral  coverage.  He  concurs  with  the 
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examining  team  that  1993  cash  flow  was  tight.  How¬ 
ever,  he  found  no  evidence  that  it  was  insufficient  to 
satisfy  debt  service  requirements. 

Issue  1 1  -  Nonaccrual  Treatment  of  a  Loan 

The  examining  team  requested  that  the  bank  place  note 
1  of  this  credit  relationship  on  nonaccrual.  The  appeal 
requested  that  OCC  allow  the  bank  to  return  the  loan  to 
accrual  status. 

Discussion  and  Conclusion:  This  request  became  a 
moot  issue  during  the  appeal  review,  when  the  bank 
initiated  foreclosure  and  liquidation  of  the  borrower's 
assets.  The  bank  should  categorize  this  loan  relation¬ 
ship  as  a  nonperforming  asset. 

Issue  12  -  Board  Satisfaction  with  Level  of  Classified 
Assets 

The  supervisory  office  letter  said  that  the  bank’s  board 
of  directors  was  satisfied  that  management  was  able  to 
maintain  a  consistent  volume  of  classified  assets  de¬ 
spite  the  1993  flood.  The  comment  was  based  on  a 
letter  the  bank  sent  to  the  supervisory  office  in  response 
to  the  report  of  examination.  Because  the  supervisory 
office  letter  indicated  that  the  letter  should  be  consid¬ 
ered  part  of  the  report  of  examination,  the  appeal 
requested  that  OCC  either  delete  this  statement  or 
amend  the  letter  to  accurately  reflect  the  board’s  position. 

Discussion:  The  supervisory  office  letter  said  the  following: 

Also,  you  are  satisfied  that  management  was  able  to 
maintain  a  consistent  volume  of  classified  assets  de¬ 
spite  the  flood. 


The  bank’s  letter  in  response  to  the  report  of  examina¬ 
tion  had  stated: 

We  concur  that  loan  quality  is  a  concern  for  the 
bank  and  that  it  in  turn  negatively  affects  earnings 
performance.  We  recognize  that  additional  efforts 
must  be  taken  to  correct  asset  quality  as  quickly 
as  possible  ...  We  believe  that  our  ability  to 
maintain  a  relatively  stable  level  of  classified  as¬ 
sets  while  experiencing  a  major  flood  disaster  that 
affected  many  borrowers  shows  that  both  the 
board  and  the  management  team  have  been 
working  very  diligently  to  minimize  potential  prob¬ 
lems. 

The  board  says  that  it  is  not  "satisfied”  with  the  level  of 
problem  loans  and  agrees  that  it  needs  to  take  addi¬ 
tional  efforts  to  improve  the  overall  condition  of  the 
bank’s  loan  portfolio.  However,  it  is  grateful  that  the 
bank’s  borrowers  did  not  experience  even  greater 
losses  than  those  encountered  because  of  the  flood. 
The  board  and  management  believe  that  improvement 
in  the  loan  portfolio  would  likely  have  been  much 
greater  if  their  community  had  not  experienced  a  major 
disaster. 

Conclusion:  The  ombudsman  concluded  that  the  board 
is  not  "satisfied"  with  the  level  of  problem  loans.  The 
appeal  letter  repeatedly  says  that  the  bank  needs  to 
take  additional  steps  to  improve  the  condition  of  the 
bank’s  loan  portfolio.  Therefore,  the  supervisory  office 
wil  I  amend  its  letter  to  more  accurately  reflect  the  bank’s 
belief  that,  despite  the  impact  of  the  flood,  both  the 
board  and  management  have  been  working  diligently 
to  minimize  potential  problems. 
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Statement  required  by  12  U.S.C.  250: 

The  views  expressed  herein  are  those  of  the  Office  of 
the  Comptroller  of  the  Currency  and  do  not  necessarily 
represent  the  views  of  the  President. 

Introduction 

Madam  Chairwoman,  and  members  of  the  subcommit¬ 
tee,  I  welcome  this  opportunity  to  discuss  the  efforts  of 
the  Office  of  the  Comptroller  of  the  Currency  (OCC) — 
together  with  the  Office  of  Thrift  Supervision  (OTS),  the 
Federal  Deposit  Insurance  Corporation  (FDIC),  and  the 
Board  of  Governors  of  the  Federal  Reserve  System 
(FRB) — to  change  fundamentally  how  we  evaluate  the 
performance  of  banks  and  thrifts  under  the  Community 
Reinvestment  Act  (CRA). 

The  current  effort  to  reform  the  CRA  regulations  is  an 
important  part  of  the  administration’s  program  to 
reduce  needless  regulatory  burdens  and  make  govern¬ 
ment  work  as  it  was  intended— in  this  case,  the 
government’s  goal  is  to  encourage  banks  to  help  meet 
the  legitimate  credit  needs  of  their  communities.  Upon 
coming  to  office,  the  administration  found  that  no  other 
set  of  bank  regulations  was  so  universally  criticized  by 
bankers  and  customers  than  these  regulations, 
criticized  precisely  because  they  created  needless 
burdens  on  the  one  hand  and  failed  to  fulfill  the  purpose 
of  the  Community  Reinvestment  Act  on  the  other. 

Accordingly,  at  the  request  of  the  President,  the  bank 
and  thrift  regulators  embarked  on  a  fundamental  reform 
of  these  regulations  in  the  summer  of  1993.  Our  goal 
has  been  to  focus  the  banking  and  thrift  sector’s  atten¬ 
tion  on  the  substance  of  what  the  act  is  intended  to 
achieve — supporting  the  credit  needs  of  our  com¬ 
munities,  in  particular  the  needs  of  low-  and  moderate- 
income  areas,  small  businesses,  and  farms — rather 
than  process  and  meaningless  paperwork. 

Because  the  CRA  program  affects  considerable  num¬ 
bers  of  people,  institutions,  and  resources,  and  be¬ 
cause  the  regulations,  which  have  been  in  effect  for  so 
long,  have  been  so  thoroughly  criticized,  the  regulators 
recognized  from  the  beginning  of  the  reform  initiative 
that  it  was  essential  to  go  through  a  meticulous  process 
of  evaluation  that  involved  the  public  at  every  stage  of 
development.  Accordingly,  as  my  statement  will 
describe,  the  reform  process  began  with  a  series  of 
public  hearings,  seven  in  all,  held  around  the  country, 


in  large  cities  and  rural  towns.  Over  250  witnesses 
participated  at  these  hearings  and  provided  thousands 
of  pages  of  testimony.  These  hearings  represented  the 
most  extensive  effort  on  the  part  of  the  agencies  to 
solicit  public  views  on  community  reinvestment  since 
the  CRA  was  enacted.  Following  the  hearings,  the 
regulators  issued  a  proposal  that  received  thousands 
of  public  comments  and  then  a  further  refined  proposal 
that  also  received  thousands  of  comments. 

I  am  convinced  that  this  open,  transparent,  and  careful 
process  will  result,  ultimately,  in  a  regulation  that  fulfills 
the  statutory  purpose  without  imposing  unnecessary 
burdens.  I  am  also  confident  that  this  result  could  not 
have  been  achieved  without  such  a  meticulous 
process. 

There  are  several  points  I  want  to  emphasize  about  the 
CRA  itself  and  about  the  reform  effort. 

First,  the  CRA  is  about  making  good  loans.  I  have 
learned  in  the  course  of  our  efforts  to  reform  the  CRA 
that  there  are  numerous  opportunities  to  make  sound 
loans  in  all  parts  of  a  bank’s  community,  including  low- 
and  moderate-income  areas.  As  a  result  of  CRA,  banks 
and  thrifts  now  serve  individuals  and  neighborhoods 
that  previously  had  little  access  to  banking  services;  in 
so  doing,  they  have  found  these  markets  profitable. 
Many  financial  institutions  view  these  communities  as 
places  to  expand  their  profit  opportunities,  rather  than 
as  places  to  make  charitable  investments.  Richard 
Rosenberg,  chairman  and  chief  executive  officer  of 
BankAmerica  Corporation,  in  a  speech  delivered  last 
December,  stated  that  "a  long-term,  sustainable  com¬ 
munity  reinvestment  program  does  benefit  the  corpora¬ 
tion  and  its  shareholders.”  He  added,  “[businesses 
must  view  the  inner  city  as  a  potential  market,  not  an 
object  of  philanthropy.”  Those  statements  are  absolute¬ 
ly  correct — CRA  is  not  a  handout  for  distressed  com¬ 
munities,  nor  does  it  encourage  banks  and  thrifts  to 
make  bad  loans. 

Second,  despite  its  successes,  the  CRA  has  fallen 
short  of  realizing  its  full  potential.  Financial  institutions 
and  community  groups  alike  maintain  that  the  current 
regulation  places  more  emphasis  on  process  and 
documentation  than  on  performance.  They  also  main¬ 
tain  that  existing  CRA  performance  evaluation  stand¬ 
ards  are  vague,  and,  some  argue,  inconsistently 
applied.  As  a  result  of  this  misplaced  and  unclear 
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focus,  banks  and  thrifts  may  be  dedicating  significant 
resources  to  documenting  their  activities  rather  than 
helping  to  meet  the  needs  of  their  communities.  Finan¬ 
cial  institution  representatives  are  particularly  aware  of 
the  costs  associated  with  the  existing  system.  In  Sep¬ 
tember  1993,  Mike  Patterson,  president  and  chief  ex¬ 
ecutive  officer  of  Triangle  Bank  and  Trust  Company  in 
Raleigh,  North  Carolina,  made  a  statement  to  that  ef¬ 
fect  "We  need  to  be  relieved  [from]  having  to  create  a 
paper  trail  detailing  everything  we  have  done  to  meet 
the  12  assessment  factors.  We  see  this  as  counter¬ 
productive  because  it  takes  time  away  from  doing  the 
things  which  could  improve  our  CRA-related  loan 
programs."  In  August  1993,  Frank  L.  Law,  senior  vice 
president  of  Clear  Lake  National  Bank  in  Houston, 
Texas,  expressed  a  similar  view:  "[l]t  is  this  focus  on  the 
process  rather  than  results  that  has  created  a 
documentation  burden  that  costs  banks  thousands  of 
dollars  a  year  to  ensure  compliance  with  the  act.” 

Third,  to  address  the  problems  associated  with  the 
existing  CRA  assessment  process,  the  reform  effort  is 
aimed  at  shifting  emphasis  to  an  evaluation  of  the 
record  of  a  bank  in  helping  meet  the  credit  needs  of  the 
communities  from  which  it  takes  deposits.  By  making 
CRA  evaluations  more  objective  and  performance- 
based,  I  believe  that  we  can  make  the  regulation  more 
effective  and  also  significantly  reduce  regulatory  bur¬ 
den  for  the  vast  majority  of  banks  and  thrifts.  These 
changes  will  enhance  financial  institutions’  ability  to 
make  profitable  loans  in  all  areas  of  their  communities. 

To  address  the  questions  raised  in  your  letter  of  invita¬ 
tion,  my  testimony  today  includes  a  background  sec¬ 
tion  on  the  history  of  the  CRA  and  the  concerns  that  led 
President  Clinton  to  initiate  the  reform  process.  I  also 
discuss  the  principles  guiding  the  federal  banking 
regulatory  agencies’  reform  effort  and  the  main  ele¬ 
ments  of  the  two  reform  proposals  that  were  issued  for 
public  comment.  Finally,  I  summarize  the  major  issues 
that  appeared  in  the  comment  letters  we  received  and 
describe  how  the  1993  and  1994  reform  proposals 
respond  to  concerns  people  raised.  The  agencies  are 
also  submitting  a  joint  statement,  which  provides 
greater  detail  on  the  history  of  the  CRA  and  the  reform 
initiative  as  well  as  other  issues  raised  in  your  letter  of 
invitation  In  particular,  that  statement  includes  an  ex¬ 
tensive  discussion  of  the  main  elements  of  the  1 993  and 
1994  proposed  regulations. 

Background 

The  CRA  was  enacted  in  1977  to  prevent  redlining  and 
to  ensure  that  banks  and  thrifts  help  meet  the  credit 
needs  of  all  segments  of  their  communities,  including 
low-  and  moderate  income  neighborhoods.  In  many 
respects,  the  CRA  is  an  extension  and  clarification  of 


the  long-standing  expectation  that  banks  will  serve  the 
convenience  and  needs  of  their  communities. 

The  CRA — and  the  regulations  issued  under  the  CRA — 
require  federal  regulators  to  assess  the  record  of  each 
bank  and  thrift  in  helping  to  meet  the  credit  needs  of  all 
portions  of  its  community,  including  low-  and  moderate- 
income  neighborhoods,  and  to  take  that  record  into 
account  when  considering  corporate  applications  for 
charters  or  for  approval  of  mergers,  acquisitions, 
branch  openings,  or  office  relocations. 


Relationship  with  Fair  Lending  Laws.  Your  letter  of  in¬ 
vitation  asks  whether  the  CRA  overlaps  or  conflicts  with 
other  existing  equal  credit  and  fair  lending  laws.  The 
CRA  differs  fundamentally  in  purpose  and  substance 
from  fair  lending  laws — the  Equal  Credit  Opportunity 
Act  (ECOA)  and  the  Fair  Housing  Act  (FH  Act) — though 
there  is  some  common  ground.  The  fair  lending  laws 
apply  to  all  lenders  and  seek  to  prevent  discrimination 
in  credit  transactions.  Specifically,  they  prohibit 
covered  entities  from  refusing  to  grant  credit  based  on 
certain  customer  characteristics  or  factors.  By  contrast, 
the  CRA  seeks  to  encourage  banks  and  thrifts  to  help 
meet  the  credit  needs  of  their  entire  communities,  in¬ 
cluding  low-  and  moderate-income  neighborhoods.  It 
does  not  expressly  proscribe  particular  actions,  as  do 
the  fair  lending  laws,  nor  does  it  identify  prohibited 
grounds  upon  which  a  lender  may  not  base  credit 
decisions.  However,  since  the  CRA’s  inception,  CRA 
examinations  have  included  an  assessment  of  fair  lend¬ 
ing  performance  under  the  principle  that  a  lender  that 
is  discriminating  is  unlikely  to  be  serving  its  entire 
community  satisfactorily.  In  general,  discriminatory 
lending  adversely  affects  a  bank’s  record  of  perfor¬ 
mance  under  the  CRA,  but  a  poor  CRA  record  does  not 
mean  that  a  lender  has  discriminated. 

Proposal  Directly  Addresses  Problems  with  Existing 
CRA  Process.  The  CRA  provides  a  framework  in  which 
depository  institutions  and  community  groups  can  work 
together  to  promote  the  availability  of  credit  and  other 
banking  services  to  underserved  communities.  Under 
the  impetus  of  the  CRA,  many  banks  and  thrifts  have 
opened  new  branches,  provided  expanded  services, 
adopted  more  flexible  loan  underwriting  standards, 
and  increased  lending  to  all  segments  of  society. 

Despite  these  positive  results,  the  current  CRA  process 
lacks  credibility  with  the  banking  industry  and  with 
representatives  of  the  communities  that  the  act  is  in¬ 
tended  to  benefit.  Bankers  maintain  that  the  current 
implementation  of  the  CRA  results  in  excessive  burden 
relative  to  the  benefits  that  the  system  produces.  At  the 
same  time,  community  and  other  groups  maintain  that 
many  communities  are  not  adequately  servod  because 
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the  CRA  evaluation  process  does  not  focus  enough  on 
actual  lending,  investments,  and  services  provided. 

It  was  against  this  backdrop  of  broad  dissatisfaction 
with  the  current  approach  to  CRA  that  President  Clin¬ 
ton,  in  July  of  1993,  requested  that  the  federal 
regulators  of  banks  and  thrifts  make  fundamental  chan¬ 
ges  in  the  way  we  administer  the  CRA.  The  President 
established  several  broad  principles  to  guide  the 
agencies'  reform  efforts.  He  called  for  CRA  assessment 
standards  that  are  based  on  measurable  performance, 
less  burdensome  CRA  examinations  that  are  more  con¬ 
sistent  and  evenhanded,  the  elimination  of  unneces¬ 
sary  documentation  requirements,  better  public 
access  to  information  on  CRA  evaluations,  and  tougher 
actions  against  institutions  with  persistently  poor  CRA 
performance. 

To  ensure  that  CRA  reform  addressed  those  goals,  the 
federal  banking  agencies  held  a  series  of  public  hear¬ 
ings  in  August  and  September  of  1993  at  seven  loca¬ 
tions  around  the  country.  The  heads  or  the  designees 
of  the  four  agencies  attended  the  hearings;  I  attended 
six  of  the  seven  hearings  myself.  As  a  result,  my  col¬ 
leagues  and  I  developed  a  great  appreciation  for  the 
burden  the  current  regulation  places  on  banks  and 
thrifts,  the  problems  facing  underserved  low-  and 
moderate-income  areas  in  obtaining  credit,  innovative 
approaches  some  banks  and  thrifts  have  taken  to  serve 
their  communities,  and  the  complexity  of  the  issues 
involved  in  CRA  reform. 

The  principal  goals  of  our  reform  effort  are  to  improve 
the  current  CRA  evaluation  process  and  minimize 
regulatory  burden  on  the  banking  industry  by  devising 
a  rule  that  is  performance-based  and  objective,  and 
transparent.  Time  and  time  again,  through  their  com¬ 
ment  letters,  both  industry  and  community  groups  have 
made  clear  that  they  believe  a  new,  performance- 
based  CRA  evaluation  system  should  be  based  on 
objective  measures  of  clearly  defined  parameters.  I 
agree.  A  regulation  that  focusses  on  subjective  or 
vague  assessment  factors — as  the  existing  regulation 
does — creates  at  least  the  perception  of  inconsistent 
evaluations  across  institutions  and  leads  to  wide  dif¬ 
ferences  in  opinion  between  institutions  and  community 
groups  regarding  performance. 

Major  Aspects  of  1993  and  1994  Reform  Proposals 

Following  the  seven  public  hearings  held  in  August  and 
September  of  1993,  the  agencies  worked  together  to 
craft  a  proposed  regulation,  which  was  published  in  the 
Federal  Register  on  December  21,  1993.  The  OCC 
received  1,813  letters  commenting  on  the  proposed 
regulation.  Commenters  included  representatives  of 
banks  and  thrifts,  community  groups,  Congress,  state, 


and  local  governments.  After  careful  review  and  con¬ 
sideration  of  the  comments  received  on  the  first 
proposal,  the  agencies  published  a  second  proposed 
rule  in  the  Federal  Register  on  October  7,  1994.  The 
OCC  received  2,219  letters  commenting  on  the  second 
proposal. 

Performance  Tests.  Both  proposals  would  replace  the 
12  assessment  factors  in  the  existing  regulation  with 
three  performance-based  tests:  lending,  investment, 
and  service.  The  1994  proposal  retained  the  principles 
and  structure  of  the  1 993  proposal,  but  made  changes 
to  the  details  in  response  to  many  of  the  concerns 
raised  in  the  comments.  Most  commenters  supported 
the  agencies’  goal  of  developing  more  objective,  per¬ 
formance-based  assessment  standards  that  minimize 
burden  while  stimulating  improved  performance.  Al¬ 
though  many  interested  parties  at  the  public  hearings 
had  advocated  the  use  of  objective  criteria  in  evaluat¬ 
ing  CRA  performance,  upon  reviewing  the  1993 
proposal,  many  commenters  felt  it  relied  too  heavily  on 
the  mechanical  application  of  numerical  ratios  and,  as 
a  result,  would  not  foster  fair  and  appropriate  CRA 
assessments. 

In  response  to  these  concerns  regarding  the  1993 
proposal,  the  agencies,  in  their  1994  proposal, 
broadened  the  scope  of  the  lending,  investment,  and 
service  tests  by  including  a  wider  range  of  quantitative 
and  qualitative  criteria.  In  particular,  under  the  1994 
proposal,  the  comparison  of  an  institution's  market 
share  in  low-  and  moderate-income  areas  with  its 
market  share  in  other  areas  would  not  have  the  same 
central  weight  in  the  lending  test  that  many  com¬ 
menters  believed  it  had  in  the  1993  proposal.  The 
lending  test  would  continue  to  give  weight  to  the 
geographic  distribution  of  an  institution's  home 
mortgage,  small  business  and  small  farm,  and,  at  the 
institution’s  option,  consumer  loans,  including  the  num¬ 
ber  and  amount  of  loans  in  low-  and  moderate-income 
geographies.  However,  the  lending  test  would  also 
consider  the  distribution  of  loans  to  borrowers  of  dif¬ 
ferent  incomes  and  businesses  of  different  sizes,  the 
nature  and  extent  of  community  development  loans, 
and  the  institution's  use  of  flexible  or  innovative  lending 
practices.  Of  course,  assessments  of  geographic  dis¬ 
tribution  would  continue  to  be  made  in  light  of  the 
performance  of  other  similarly  situated  institutions. 
However,  the  regulation  would  not  mandate  that  a 
market  share  analysis  be  conducted.  Such  analysis 
could  be  used  by  examiners  to  assist  in  the  geographic 
distribution  assessment,  but  along  with  other  analytical 
tools. 

Similarly,  in  the  service  test,  the  percentage  of 
branches  accessible  to  low-  and  moderate-income 
geographies  would  not  play  as  determinative  a  role  ns 
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it  appeared  that  it  would  play  in  the  1993  proposal. 
Branch  location  would  continue  to  be  an  important 
element  in  assessing  an  institution’s  performance,  but 
would  not  be  the  critical  determinant.  Factors  such  as 
the  availability  of  other  service  delivery  systems  and  the 
range  and  responsiveness  of  services  provided  would 
receive  more  prominence  than  in  the  1993  proposal. 

Options  for  Reducing  Burden.  The  1 994  proposal  would 
provide  special  evaluation  options  for  a  certain  class  of 
institutions.  For  instance,  it  would  allow  smaller  banks 
and  thrifts  to  be  evaluated  under  a  streamlined  assess¬ 
ment  method  that  would  not  require  reporting  of  addi¬ 
tional  lending  data.  The  streamlined  method  would 
apply  unless  an  institution  affirmatively  requested 
another  assessment  method.  This  method  would  focus 
on  the  bank's  loan-to-deposit  ratio,  degree  of  local 
lending,  record  of  lending  to  borrowers  and  geo¬ 
graphies  of  different  income,  and  record  of  responding 
to  complaints.  The  bank’s  fair  lending  record  would  be 
taken  into  account  in  assigning  a  final  rating. 

Also,  every  institution  could  choose  to  be  evaluated 
pursuant  to  a  pre-approved  strategic  plan,  although 
this  option  would  not  relieve  an  institution  from  any 
reporting  obligations  that  it  otherwise  would  have. 
These  special  evaluation  methods  would  in  no  way 
exempt  any  institution  from  the  CRA  rules. 

Improved  Examiner  Training.  Revising  the  CRA's  im¬ 
plementing  regulation  is  only  part  of  our  effort  to  im¬ 
prove  the  CRA  evaluation  process.  In  an  effort  to 
promote  interagency  consistency  and  better  im¬ 
plementation  of  CRA  policy,  the  agencies  are  evaluat¬ 
ing  different  ways  to  improve  examiner  training  and  to 
increase  interagency  coordination  in  the  implementa¬ 
tion  of  the  CRA.  In  conjunction  with  a  new  rule,  the 
agencies  would,  of  course,  issue  revamped  joint  ex¬ 
amination  procedures,  including  guidance  regarding 
the  public  performance  evaluation  standards,  the  fre¬ 
quency  of  examinations,  and  the  assignment  of  ratings. 
We  would  also  conduct  extensive  examiner  training  to 
ensure  the  new  rule  is  well  understood  and  evenly 
applied. 

In  moving  to  a  revised  regulation  with  emphasis  on 
performance,  much  of  the  burden  associated  with  the 
existing  rule  can  be  dramatically  reduced.  For  ex¬ 
ample,  under  the  proposed  rule,  examiners  would  no 
longer  be  assessing  the  involvement  of  the  institution's 
board  of  directors  or  its  efforts  to  ascertain  credit 
needs,  market  its  products,  and  delineate  its  com¬ 
munity  Additionally,  the  institution  would  no  longer 
have  to  document  for  its  examiners  internal  or  external 
meetings,  advertising  programs,  or  the  methods  used 
to  delineate  its  community  Because  assessment 
standards  would  be  more  straightforward,  extra 


documentation  arising  out  of  uncertainty  about  what  will 
be  of  interest  to  the  CRA  examiners  should  be  virtually 
eliminated.  As  proposed,  all  institutions  would  realize 
these  benefits.  However,  there  would  be  additional  data 
collection  and  reporting  for  approximately  the  largest 
20  percent  of  banks  and  thrifts — those  with  more  than 
$250  million  in  assets.  Those  data  are  the  necessary 
concomitant  requirements  of  a  more  performance- 
oriented,  fact-based  assessment  system. 

Race  and  Gender  Data  Collection.  Your  letter  of  invita¬ 
tion  asks  how  the  proposed  race  and  gender  reporting 
requirements  on  small  business  and  agriculture  loans 
would  affect  depository  institutions.  The  requirement 
that  small  business  and  small  farm  loan  data  reported 
to  the  agencies  include  information  on  the  race  and 
gender  of  small  business  and  farm  borrowers  con¬ 
stitutes  the  one  significant  new  data  reporting  require¬ 
ment  contained  in  the  1 994  proposal.  These  data  would 
be  used  to  facilitate  fair  lending  examinations,  which, 
as  I  previously  mentioned,  have  always  been  con¬ 
ducted  in  conjunction  with  CRA  examinations  and 
whose  results  can  influence  the  overall  CRA  rating. 
Currently,  fair  lending  assessments  show  only  a  partial 
picture  of  fair  lending  compliance,  focusing  on  home 
mortgage  lending,  because  that  is  the  only  type  of 
lending  for  which  there  is  systematic  data  (Home 
Mortgage  Disclosure  Act  data)  that  can  be  used  to 
determine  whether  applicants  with  similar  credit 
profiles  received  comparable  treatment.  As  a  result,  it 
is  extremely  difficult  currently,  if  not  impossible,  for 
either  regulators  or  lenders  to  assess  fair  lending  in  the 
small  business  loan  area,  that  is,  to  compare  loan  files 
to  determine  whether  people  of  different  race  or  gender 
are  being  treated  equally,  since  lenders  cannot  collect 
the  data  that  reveal  which  businesses  are  minority  or 
women-owned  and  which  are  not.  In  addition  to  ena¬ 
bling  regulators  to  make  a  more  complete  assessment 
of  an  institution’s  fair  lending  performance,  collecting 
these  additional  data  would  help  banks  and  thrifts 
monitor  their  own  fair  lending  performance. 

CRA  Is  Not  Credit  Allocation.  Your  letter  of  invitation 
asks  whether  the  revised  rule  would  result  in  the  alloca¬ 
tion  of  credit.  Although  we  have  proposed  using  more 
objective  measures  to  evaluate  an  institution’s  perfor¬ 
mance,  the  proposal  would  not  lead  to  the  estab¬ 
lishment  of  implicit  quotas  or  other  mandatory  credit 
allocation  techniques  within  a  given  market.  The  1993 
proposal  was  criticized  by  some  commenters  who  felt 
that  it  could  lead  to  the  allocation  of  credit;  the  1994 
proposal  eliminated  the  features  that  gave  rise  to  those 
concerns,  such  as  the  market  share  screen  in  the 
lending  test.  The  agencies  also  eliminated  a  provision 
in  the  1993  proposal  that  a  loan-to-deposit  ratio  of  60 
percent  or  more  would  presumptively  be  considered 
satisfactory  Although  it  was  never  intended  to  require 
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small  institutions  to  achieve  a  60  percent  loan-to- 
deposit  ratio,  many  commenters  interpreted  the 
proposal  that  way.  To  avoid  the  apparent  confusion,  the 
1994  proposal  eliminated  reference  to  any  particular 
loan-to-deposit  ratio.  Evaluation  of  the  adequacy  of  an 
institution's  loan-to-deposit  ratio  would  consider  the 
institution's  size,  financial  condition,  and  the  credit 
needs  of  the  institution’s  service  area  and  would  take 
into  account,  as  appropriate,  other  lending-related  ac¬ 
tivities,  such  as  originations  for  sale  on  the  secondary 
market  and  community  development  lending  and  in¬ 
vestment. 

In  developing  a  final  rule,  we  will  not  set  forth  a  proposal 
that  would  require  any  institution,  in  any  community,  to 
make  any  particular  loan,  lend  to  any  particular  bor¬ 
rower  or  class  of  borrowers,  or  engage  in  any  lending 
inconsistent  with  safe  and  sound  banking  operations. 
We  will  not  adopt  a  regulation  that  allocates  credit. 

Safe  Harbor  Legislation.  The  subcommittee's  letter  of 
invitation  asks  for  our  views  on  recently  introduced 
legislation  that  would  give  qualified  small  institutions 
and  those  with  ratings  of  at  least  "Satisfactory”  a  “safe 
harbor,”  exempting  them  from  protests  of  their  applica¬ 
tions  for  expansion  based  on  CRA  concerns. 

In  my  view,  the  key  to  the  safe  harbor  debate  is  estab¬ 
lishing  an  evaluation  system  that  is  viewed  as  not 
merely  less  burdensome,  but  fair  and  objective.  Under 
such  a  system — which  we  are  still  striving  to  achieve  in 
the  reform  effort — a  high  rating  will  have  greater  weight 
because  it  has  integrity.  Absent  such  an  evaluation 
system,  a  safe  harbor  will  be  widely  viewed  as  simply 
a  disguised  exemption  that  undermines  the  act. 

I  do  not  believe  it  makes  sense  to  consider  a  safe 
harbor  until  there  is  a  meaningful  evaluation  system  in 
place.  At  this  point,  the  federal  banking  agencies  must 
focus  on  concluding  the  rulemaking  process  and  im¬ 
plementing  the  new  CRA  rule.  Financial  institutions  and 
regulatory  agencies  need  an  opportunity  to  adjust  to 
the  new  rule — and  operate  under  it  for  some  time — 
before  we  can  reasonably  consider  legislation  to  estab¬ 
lish  a  safe  harbor. 

Conclusions 

Over  the  past  year  and  a  half,  the  agencies  have  gone 
to  great  lengths  to  gather  as  much  information  as 


possible  on  ways  to  improve  the  CRA  regulation.  As  I 
described  earlier,  the  agencies  held  public  hearings  at 
different  locations  around  the  country  where  we  heard 
the  testimony  of  hundreds  of  witnesses  who  offered 
their  views  on  the  CRA— its  good  points  and  its 
shortcomings.  Additionally,  in  response  to  our  two 
reform  proposals,  the  agencies  received  many 
thousands  of  comment  letters  from  community  groups, 
the  industry,  and  other  members  of  the  public.  Through 
this  effort,  I  have  developed  a  thorough  understanding 
of  both  the  benefits  that  result  from  implementing  the 
CRA  and  the  principal  problems  with  the  existing 
regulation.  I  am  encouraged  by  the  widespread  sup¬ 
port  for  the  goals  and  direction  of  the  reform  effort,  and 
look  forward  to  delivering  a  final  rule  that  addresses  the 
shortcomings  of  the  existing  rule. 

Prompt  completion  of  a  new  rule  would  end  the  atmos¬ 
phere  of  uncertainty  under  which  the  industry,  com¬ 
munity  groups,  and  examiners  are  operating  currently. 
Once  a  new  rule  is  in  place,  regulated  institutions  can 
devote  their  resources  back  to  the  business  of  deliver¬ 
ing  financial  services  to  their  communities.  Prompt 
completion  of  a  new  rule  would  also  enable  the  agen¬ 
cies  to  turn  our  attention  to  other  projects,  such  as 
working  to  conduct  examinations  as  efficiently  as  pos¬ 
sible,  minimizing  unnecessary  compliance  burden, 
and  ensuring  consistency  and  reliability  in  the  rating 
process.  These  tasks  have  been  identified  by  all  in¬ 
volved  in  the  CRA  process — industry,  community 
groups,  local  governments,  and  federal  banking 
regulators — as  critical  to  achieving  a  fairer,  more  effec¬ 
tive,  and  less  burdensome  CRA. 

Although  I  cannot  predict  at  this  point  exactly  what  the 
provisions  of  the  final  rule  will  be — that  will  be  deter¬ 
mined  by  the  joint  rulemaking  process,  which  I  expect 
will  be  completed  very  soon — I  must  underscore  that 
our  efforts  will  not  produce  a  panacea.  Reform  of  CRA 
regulations  and  examination  procedures  cannot  solve 
all  the  problems  of  distressed  rural  and  urban  com¬ 
munities,  nor  answer  all  the  complaints  of  bankers 
about  regulatory  burden.  But  I  am  confident  that  at  the 
end  of  the  process  we  can  have  a  CRA  assessment 
mechanism  that  is  less  burdensome  for  more  institu¬ 
tions  yet  yields  better  results  for  the  local  communities 
the  law  is  intended  to  benefit. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  House 
Committee  on  Banking  and  Financial  Services,  on  the  Financial  Services 
Competitiveness  Act  of  1995,  Washington,  DC,  February  28,  1995 


Statement  required  by  12U.S.C.  250: 

The  views  expressed  herein  are  those  of  the  Office  of 
the  Comptroller  of  the  Currency  and  do  not  necessarily 
represent  the  views  of  the  President. 

Mr.  Chairman  and  members  of  the  committee,  I  wel¬ 
come  this  opportunity  to  discuss  H.R.  18,  the  Financial 
Services  Competitiveness  Act  of  1 995. 1  commend  you 
for  so  quickly  offering  an  initiative  to  modernize  our 
financial  services  system.  I  also  applaud  Represen¬ 
tative  Baker  for  his  thoughtful  proposal.  Today,  artificial 
and  antiquated  barriers  and  restrictions  impede  the 
ability  of  banks,  securities  firms,  and  other  financial 
companies  to  operate  efficiently,  to  provide  the  range 
of  products  and  services  their  customers  desire,  and  to 
fuel  economic  growth.  Financial  services  modern¬ 
ization  is  more  than  just  an  interesting  idea.  It  will  result 
in  better  customer  service,  more  efficient  businesses, 
and  a  more  vital  financial  services  sector  for  the  nation’s 
economy. 

For  banks,  activities  diversification  is  an  essential  com¬ 
plement  to  the  geographic  diversification  authorized  by 
Congress  last  year.  Together,  they  form  the  necessary 
cornerstones  for  a  vigorous  banking  system.  Both 
types  of  diversification  are  needed  to  ensure  that  our 
banks  can  meet  the  needs  of  their  local  customers  and 
communities  as  well  as  remain  competitive  in  interna¬ 
tional  financial  markets. 

The  Secretary  of  the  Treasury  has  announced  several 
concepts  directed  toward  legislation  in  this  area.  He  will 
testify  further  in  this  regard  shortly.  I  support  the 
Secretary’s  approach. 

There  is  much  about  H.R.  18  that  I  support.  I  nonethe¬ 
less  have  a  number  of  serious  concerns,  particularly 
about  those  provisions  that  force  banking  organizations 
into  rigid  structures  that  will  make  them  less  efficient 
competitors  and  less  effective  at  meeting  the  needs  of 
their  customers. 

Maximizing  Competition 

Mr.  Chairman,  we  agree  on  the  fundamental  reason  to 
reform  our  financial  services  industry.  Allowing  banking 
organizations  to  expand  their  activities  will  lead  to 
improved,  more  convenient,  and  less  costly  services 
for  consumers  of  financial  services — individuals  as  well 
as  small  and  large  businesses.  Competitive  financial 
services  markets  are  the  most  efficient  financial  ser¬ 


vices  markets,  and  thus  the  best  able  to  serve  and 
benefit  all  customers. 

The  benefits  of  allowing  banks  to  engage  in  investment 
banking  activities  will  likely  show  up  most  clearly  on 
“Main  Street  America."  A  small-  or  medium-sized  busi¬ 
ness  seeking  to  grow  may  need  to  move  from  traditional 
bank  loans  to  more  sophisticated  means  of  financing, 
such  as  the  public  debt  or  equity  markets.  Such  a 
business  typically  develops  a  close  working  relation¬ 
ship  with  its  commercial  banker,  who  may  be  able  to 
offer  useful  perspectives  as  the  business  seeks  to 
graduate  to  a  middle  market.  Yet,  today,  the  ability  of 
banks  to  facilitate  a  customer’s  changing  financial 
needs  is  limited.  Restrictions  on  the  activities  of  com¬ 
mercial  banks  deprive  that  customer  of  the  option  to 
continue  to  work  with  a  lender  knowledgeable  about  its 
business  when  the  customer  seeks  to  access  the  capi¬ 
tal  markets.  The  customer  is  also  deprived  of  the 
benefits  of  price  and  product  competition  from  banks 
that  would  otherwise  seek  its  business.  The  lack  of 
price  competition  translates  into  increased  financing 
costs.  The  lack  of  product  competition  limits  the  availa¬ 
bility  of  innovative  financing  approaches  for  businesses. 

A  more  troubling  result  for  a  business  occurs  if  its 
commercial  lender  cannot  serve  its  evolving  financing 
needs,  and  no  one  else  will.  Small  businesses  often 
need  amounts  or  types  of  financing  that  nonbank  finan¬ 
cial  institutions  have  no  interest  in  providing.  In  these 
situations,  the  inability  of  banks  to  offer  a  more  com¬ 
prehensive  selection  of  financing  forces  some  small- 
and  medium-sized  firms  to  perpetuate  inappropriate 
financing  arrangements.  By  harnessing  the  credit 
knowledge  ot  the  banking  system,  financial  modern¬ 
ization  promises  these  businesses  broader  access  to 
capital  markets. 

Increased  competition  could  have  benefits  for  states 
and  municipalities  as  well.  At  a  time  when  all  levels  of 
government  are  trying  to  save  money  yet  preserve 
essential  services,  we  should  offer  state  and  local 
authorities  the  benefits  of  more  effective  price  competi¬ 
tion.  We  have  known  of  these  benefits  for  many  years. 
A  1 968  study  issued  by  the  Office  of  the  Comptroller  of 
the  Currency  demonstrated  this  point  clearly.1  H.R.  18 


Wm  Paul  Smith,  Commercial  Bank  Entry  Into  Revenue  Bond  Under¬ 
writing  Competitive  Impact  and  Public  Benefits  (Washington  D  C 
U  S  Treasury  Department,  Office  of  the  Comptroller  of  the  Currency 
1968) 
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recognizes  this  benefit  in  its  provisions  allowing  greater 
authority  for  national  banks  to  underwrite  revenue 
bonds.  But  I  would  urge  more  flexibility  in  this  matter 
than  H.R.  18  provides.  Specifically,  I  would  allow  na¬ 
tional  banks  to  underwrite  municipal  revenue  bonds — 
as  they  are  today  allowed  to  underwrite  municipal 
general  obligation  bonds — regardless  of  whether  the 
bank  has  a  securities  affiliate. 

In  addition,  the  increased  competition  provided  by 
banks  in  these  markets  will  both  lower  costs  to  cus¬ 
tomers  and  increase  (or  in  some  instances  create^ 
access  to  the  capital  markets  for  larger  businesses.^ 
Market  access — whether  by  way  of  securitization,  ac¬ 
cess  to  the  commercial  paper  market,  or  underwriting 
revenue  bonds — will  spur  economic  development.  The 
economic  boost  that  competition  in  this  area  provides 
will  translate  into  increased  jobs  and  will  deepen  and 
strengthen  our  capital  markets. 

However,  I  say  all  of  this  with  one  important  caveat. 
None  of  these  benefits  will  materialize  unless  new 
entrants  can  compete  effectively.  It  is  not  enough  to 
allow  a  bank  to  undertake  new  activities  if,  in  so  doing, 
we  impose  so  many  unnecessary  regulatory  burdens 
that  we  lose  the  benefits  of  diversification.  If  we  dis¬ 
mantle  the  Glass-Steagall  wall,  we  must  not  leave  so 
much  regulatory  barbed  wire  in  its  place  that  we  defeat 
our  objectives. 

This  leads  me  to  two  fundamental  concerns  about  H.R. 
18.  First,  the  bill  rigidly  compartmentalizes  new  ac¬ 
tivities  to  address  safety  and  soundness  concerns.  I 
believe  effective  safety  and  soundness  oversight  re¬ 
quires  a  more  flexible  supervisory  approach.  While  any 
new  financial  activity  entails  risk,  we  must  recognize 


2Samuel  L  Hayes  III,  A  Michael  Spence,  and  David  Van  Praag  Mark, 
Competition  in  the  Investment  Banking  Industry  (Cambridge,  MA: 
John  Wiley  &  Sons,  1985).  pp  57-58,  274;  Richard  M  Levich,  "A  View 
From  the  International  Capital  Markets,"  in  Deregulating  Wall  Street: 
Commercial  Bank  Penetration  of  the  Corporate  Securities  Market, 
edited  by  Ingo  Walter  (New  York  John  Wiley  &  Sons,  1985),  p.  274; 
Modernization  of  the  Financial  Sen/ices  Industry  A  Plan  for  Capital 
Mobility  Within  a  Framework  for  Safe  and  Sound  Banking,  Report 
100-324  U  S  House  of  Representatives,  Committee  on  Government 
Operations,  100th  Cong  ,  1st  Sess.  (USGPO,  1987),  Appendix,  “Sup¬ 
plementary  Data  on  Underwriting  Concentration,"  Exhibits  C-1  and 
G- 1 ,  pp  85,  88,  David  Neustadt,  "Investment  Banking  Party  Ends  As 
Commercial  Banks  Get  Invite,"  American  Banker,  April  1 1,  1988,  pp. 
1  38-39  Jed  Horowitz,  “There's  Life  After  Glass-Steagall  For  Wall 
Street  Report  Says,  American  Banker,  December  2,  1987,  pp  3,  8; 
Thomas  A  Pugel  and  Lawrence  J  White,  An  Analysis  of  the  Com- 
petitive  Effect-,  of  Allowing  Commercial  Bank  Affiliates  to  Underwrite 
Corporate  Securities  in  Deregulating  Wall  Street  Commercial  Bank 
Penetration  of  the  Corporate  Securities  Market,  edited  by  Ingo  Walter 
(Ne/v  York  John  Wiley  &  Sons,  1985),  p  209.  and  David  S  Kidwell, 
M  Wayne  Marr  and  G  Rodney  Thompson,  "Shelf  Registration 
Competition  and  Market  Flexibility  Journal  of  Law  and  Economics, 
vol  30  (Apnll 987),  pp  181-206 


that  safety  and  soundness  can  increase  when  banks 
realize  efficiencies  from  affiliations  with  other  financial 
services  firms. 

Second,  H.R.  18  shifts  new  financial  services  activ¬ 
ities — and  even  some  traditional  ones— from  banks  and 
their  subsidiaries  to  holding  company  affiliates.  Safety 
and  soundness  considerations  do  not  require  this 
surgery.  It  will  leave  banks  atrophied,  dependent  on 
affiliate  life-support  systems.  The  long-term  health  of 
the  economy  and  the  banking  system  depends  on 
banks'  ability  to  remain  strong  and  innovative  financial 
services  providers  in  their  own  right. 

Preserving  Safety  and  Soundness 

My  first  concern  with  H.R.  18  is  that  the  bill  relies  too 
heavily  on  organizational  structure  and  transactional 
firewalls  as  supervisory  devices  to  shield  institutions 
from  the  perceived  risks  of  expanded  financial  services 
activities.  The  bill  allows  broader  securities  activities  to 
be  conducted  by  banking  organizations,  but  (with  one 
exception)  only  through  a  bank  holding  company  af¬ 
filiate.  It  prohibits  other  structural  options,  potentially 
more  efficient  or  better  suited  to  a  particular  banking 
organization,  such  as  the  use  of  bank  subsidiaries. 

In  addition,  if  banks  wish  to  take  advantage  of  this  new 
opportunity  to  engage  in  broader  securities  activities, 
they  must  discontinue  activities  that  are  customary, 
profitable,  and  that  have  not  been  the  basis  for  safety 
and  soundness  concerns.  For  example,  a  bank  could 
no  longer  securitize  and  sell  its  loans.  It  could  no  longer 
participate  in  financial  market  innovations  because  it 
would  be  barred  from  underwriting  and  dealing  in  any 
securities  other  than  those  listed  by  statute.  And  banks 
would  have  to  discontinue  their  private  placement  ser¬ 
vices  for  institutional  customers. 

H.R.  18  also  contains  extensive  firewalls  that  would 
separate  a  bank  and  its  securities  affiliate  to  such  an 
extent  that  it  may  preclude  reasonable  opportunities  for 
synergies.  These  restrictions  in  many  cases  would 
disadvantage  a  bank  securities  affiliate  relative  to  an 
unrelated  third  party  securities  firm,  placing  banking 
organizations  at  a  competitive  disadvantage. 

Let  me  make  two  further  points  about  relying  on  or¬ 
ganizational  structure  to  limit  risk  and  protect  bank 
customers.  First,  these  devices,  as  contemplated  in 
H.R.  18,  will  not  deliver  the  safety  and  soundness 
benefits  that  we  need.  We  cannot  depend  on  them  to 
protect  the  bank  in  moments  of  crisis  In  fact,  because 
they  are  a  source  of  unnecessary  costs,  they  may 
actually  detract  from  safety  and  soundness.  Second, 
we  have  a  materially  better  alternative.  A  combination 
of  effective  supervision  and  adaptable  firewalls  can 
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deliver  the  safety  and  soundness  we  need,  without 
excessive  costs. 

Proponents  of  the  corporate  structure  approach  argue 
that  it  promises  safety  and  soundness  by  insulating  the 
bank  from  risk.  But  corporate  structure  may  fail  to 
deliver  the  insulation  from  risk  that  it  promises  in  theory. 
Experience  teaches  that  the  location  of  an  entity  in  a 
banking  organization's  corporate  structure,  i.e., 
whether  it  is  a  subsidiary  of  the  holding  company  or  of 
the  bank,  does  not  matter  when  a  banking  organization 
decides  whether  to  support  its  affiliates  and  maintain 
its  public  reputation.  For  example,  where  customers  or 
creditors  are  aware  of  the  relationship  between  a  hold¬ 
ing  company  subsidiary  and  a  bank — and  it  is  highly 
unlikely  sophisticated  customers  would  not  be — it  is 
questionable  whether  a  holding  company  will  feel  free 
to  walk  away  from  a  troubled  affiliate,  since  doing  so 
could  hurt  the  reputation  of  the  bank  itself.  In  the  1 970s 
several  large  bank  holding  companies  bailed  out  their 
failing  real  estate  investment  trust  affiliates.  Just  last 
year,  several  holding  companies  came  to  the  rescue  of 
troubled  affiliated  money  market  mutual  funds. 

Proponents  of  firewalls  also  contend  they  are  neces¬ 
sary  to  prevent  affiliates  from  making  unlimited  draws 
on  the  bank’s  capital  and  from  taking  advantage  of  their 
affiliates’  customers.  When  applied  to  certain  kinds  of 
activities,  these  firewalls,  along  the  lines  of  Sections 
23A  and  23B  of  the  Federal  Reserve  Act,  and  separate 
capital  requirements  can  play  a  useful  role  in  reducing 
a  bank’s  exposure  to  risk,  protecting  against  conflicts 
of  interest,  and  preventing  consumer  abuses.  But  we 
must  be  realistic  about  their  shortcomings. 

By  far  the  most  crucial  shortcoming  concerns  the  ef¬ 
fects  of  overly  rigid  firewalls  on  the  potential  benefits  of 
permitting  banking  organizations  to  engage  in  non- 
traditional  activities.  Unduly  stringent  restrictions  could 
eliminate  many  of  the  incentives  that  motivate  banks  to 
enter  new  activities.  Therefore,  it  would  be  a  mistake  to 
legislatively  mandate  extensive,  detailed,  and  inflexible 
firewalls,  particularly  to  broad  categories  of  activities. 
Rather,  supervisors  need  authority  to  adapt  firewalls  to 
specific  activities  the  conduct  of  which  entail  the 
greatest  risks. 

For  example,  it  would  not,  in  our  view,  be  appropriate 
to  apply  substantial  new  restrictions  because  a  bank, 
bank  subsidiary,  or  bank  affiliate  begins  to  underwrite 
state  and  municipal  revenue  bonds.  Banks  have  under¬ 
written  state  and  municipal  general  obligation  bonds 
for  years,  without  ill  effects.  Why  then,  should  substan¬ 
tial  new  restrictions  be  applied  when  those  activities  are 
expanded  to  include  revenue  bond  underwriting?  On 
the  other  hand,  regulators  should  be  able  to  provide 
meaningful  firewalls  for  other  activities,  such  as  some 


or  all  aspects  of  property  and  casualty  insurance  un¬ 
derwriting. 

In  contrast  to  a  careful  and  targeted  use  of  firewalls,  the 
structure  H.R.  18  mandates  for  conducting  new  ac¬ 
tivities  and  operational  restrictions  are  blunt  instru¬ 
ments  that  I  fear  would  undermine  key  benefits  of 
financial  services  modernization.  If  we  want  a  healthy, 
modern  banking  system,  regulators  must  have  the 
flexibility  to  adopt  modern  approaches  to  super¬ 
vision. 

Given  the  widespread  doubts  regarding  the  efficacy  of 
structural  separateness  and  the  costs  involved  in  es¬ 
tablishing  a  holding  company  structure,  proponents  of 
restricting  new  activities  to  holding  company  affiliates 
should  bear  the  burden  of  demonstrating  that  the  hold¬ 
ing  company  structure  is  the  most  effective  approach 
to  safety  and  soundness.  Otherwise,  the  market  should 
be  free  to  make  its  own  structural  choices  to  maximize 
operational  efficiency  and  minimize  risk. 

Fortunately,  we  need  not  depend  upon  statutorily  man¬ 
dated  structural  devices  to  protect  against  risk.  Let  me 
describe  the  supervisory  alternative.  In  determining 
whether  a  banking  organization  should  conduct  a  par¬ 
ticular  new  activity,  the  bank  regulator  must  focus  not 
only  on  the  specific  activity  but  also  on  the  nature  of  the 
bank’s  current  activities  and  on  how  the  bank  intends 
to  integrate  the  new  business  into  its  operations.  We 
must  be  certain  the  activity  is  appropriately  supervised 
both  by  the  bank  and  by  its  regulator.  Relying  on 
supervision,  combined  with  corporate  restrictions  that 
fit  the  specific  situations,  is  superior  to  relying  on  mere 
structural  constraints.  It  allows  regulators  to  tailor  the 
risk  management,  in  light  of  economic  conditions,  to  the 
peculiar  risks  presented  by  new  activities  as  they  are 
conducted  by  a  particular  bank.  One-size-fits-all  struc¬ 
tural  constraints  and  rigid  firewalls  add  nothing  to  such 
supervision,  and  they  add  little  protection  in  crises. 

Placing  the  emphasis  on  a  combination  of  supervision 
and  appropriate  corporate  safeguards  is  important  be¬ 
cause  it  allows  us  to  adopt  the  kind  of  management  that 
is  necessary  for  a  particular  activity  conducted  in  a 
particular  manner.  Moreover,  supervision  and  risk  con¬ 
trol  systems,  including  modeling  and  stress  testing, 
have  improved  and  become  more  sophisticated  over 
time  and  have  adapted  to  the  constantly  changing 
ways  in  which  even  the  same  activities  are  conducted. 
As  banks  develop  new  products,  and  new  ways  to 
synthesize  risks,  the  regulator  can  adapt  its  supervisory 
practices  to  marketplace  developments. 

Therefore,  safety  and  soundness  depends  on  more 
than  just  risk  insulation,  and  is  independent  of  cor¬ 
porate  structure.  It  is  fundamentally  determined  by  how 
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an  activity  is  conducted,  how  risks  are  managed,  and 
how  an  institution  is  supervised.  No  matter  what  cor¬ 
porate  structure  is  in  place,  strong  and  effective  super¬ 
vision — which  includes  appropriate  treatment  of  capital 
to  limit  the  exposure  of  the  insured  institution,  and 
hands-on  examination — is  crucial  to  keeping  risk  in 
check  and  protecting  the  safety  and  soundness  of  the 
banking  system  and  the  deposit  insurance  fund. 

Structural  Choices  and  Safety  and  Soundness 

My  second  concern  is  that  H.R.  18’s  imbalance  in  favor 
of  activities  conducted  in  holding  company  affiliates 
instead  of  in  bank  subsidiaries  could  increase  risk  and 
sap  the  vitality  of  our  banking  system.  Limiting  activities 
can  make  banks  riskier  for  several  reasons. 

First,  limiting  activities  deprives  banks  of  the  safety  and 
soundness  benefits  of  diversification.  By  putting  all  of 
their  eggs  in  one  basket,  it  leaves  them  prey  to  the 
vagaries  of  one  market,  one  set  of  risks. 

Second,  limiting  activities  will  prevent  banks  from  evolv¬ 
ing  beyond  a  narrow  market  segment,  impairing  their 
ability  to  continue  to  do  a  safe  and  profitable  business. 
External  market  forces  such  as  the  advent  of  diverse 
debt  markets  and  increased  competition  from  nonbank 
providers  have  dramatically  shortened  the  reach  and 
profitability  of  traditional  banking  activities,  chiefly  lend¬ 
ing,  over  the  past  30  years. 

Third,  limiting  activities  will  cause  banks  to  continue  to 
lose  their  better  customers,  making  even  their  tradition¬ 
al  activities  less  safe.  As  competitors  rush  to  develop 
new  products,  to  learn  about  the  risks  of  these  offerings, 
and  to  compete  aggressively  for  bank  customers, 
banks  and  their  subsidiaries  will  need  the  ability  to 
provide  products  to  respond  to  market  demands.  Ac¬ 
cordingly,  there  should  be  a  strong  presumption  in  favor 
of  allowing  new  activities  to  be  conducted  by  bank 
subsidiaries  as  well  as  holding  company  affiliates 
where  the  particular  activities  do  not  materially  increase 
the  risk  of  the  bank. 

The  long-term  viability  of  our  banking  system  depends 
upon  the  ability  of  banks  (directly  and  through  their  own 
subsidiaries)  to  be  strong  and  competitive  financial 
services  providers  in  their  own  right.  Key  to  that  result 
is  that  banking  organizations  have  reasonable  choices 
regarding  the  most  efficient  corporate  structure  for 
conducting  business.  Unless  compelled  by  reasons  of 
safety  and  soundness — which  I  do  not  believe  is  the 
case  for  securities,  insurance,  and  many  other  financial 
activities  banking  organizations  should  be  allowed  to 
innovate,  either  through  holding  company  affiliates  or 
bank  subsidiaries,  as  they  and  the  market — not  the 
government— deem  appropriate 


Artificial  limits  and  segregation  of  nontraditional  and 
innovative  products  and  services  do  not  further  safety 
and  soundness  in  our  complex  and  increasingly  com¬ 
petitive  financial  system.  Forcing  innovation  and  new 
product  development  to  occur  outside  of  a  bank  and 
its  subsidiaries,  restricting  banks  to  a  very  narrow  range 
of  familiar  activities,  would  ill-serve  the  banking  system 
and  the  nation's  consumers. 

Empirical  evidence  suggests  that  nontraditional  finan¬ 
cial  activities  need  not  threaten  bank  safety  and  sound¬ 
ness.  In  this  regard,  let  me  offer  several  observations. 
First,  U.S.  banks,  through  foreign  branches  and  sub¬ 
sidiaries,  as  well  as  holding  company  affiliates,  have 
successfully  engaged  in  a  variety  of  nontraditional  ac¬ 
tivities  abroad  for  many  years.  The  authority  for  this  is 
longstanding. 

Second,  banks  in  most  G-10  countries  have  been  en¬ 
gaging  in  a  broad  range  of  financial  services  activities, 
including  the  activities  specifically  referred  to  in  H.R. 
18,  for  many  years.  Again,  no  empirical  evidence  indi¬ 
cates  that  engaging  in  these  activities  has  threatened 
the  safety  and  soundness  of  these  institutions.3  On  the 
contrary,  foreign  bank  supervisors  have  told  me  that 
income  from  nontraditional  activities  has  been  a  key 
support  to  the  safety  and  soundness  of  certain  banks 
during  periods  of  financial  stress. 

Third,  there  is  no  support  for  the  premise  that  a  bank 
would  bear  more  risk  holding  municipal  revenue  bonds 
(or  other  types  of  securities),  for  a  matter  of  hours,  as 
part  of  an  underwriting,  than  it  does  today  when  it  holds 
government  securities  or  municipal  general  obligation 
bonds,  for  a  matter  of  hours,  in  connection  with  current¬ 
ly  permissible  bank  underwriting  activities.  Common 
sense  suggests  that  neither  of  those  market  risks  is 
necessarily  greater  than  making  and  holding  a  long¬ 
term  commercial  loan. 

Finally,  the  risks  to  banks  from  insurance  activities  are 
generally  no  greater  than  those  presented  by  commer¬ 
cial  lending.  U.S.  banks  have  offered  a  variety  of  in¬ 
surance  services  to  their  customers  for  many  years. 
They  already  sell  all  types  of  insurance  in  towns  with 
populations  of  less  than  5,000.  They  underwrite  and  sell 
municipal  bond,  credit  life,  accident,  and  health  in¬ 
surance  nationwide. 

Recent  research  also  lends  support  to  the  conclusion 
that  commercial  and  investment  banking  can  be  com- 


3The  failure  of  Barings  over  the  past  weekend  arose  from  un 
authorized  derivatives  activities  Derivatives  activities  are  within  the 
scope  of  activities  currently  permissible  for  both  U  S  and  foreign 
banks  and  accordingly  are  not  the  kind  of  new  activity  at  issue  in 
Glass-Steagall  reform 
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bined  safely.  Scholars  have  found  that  the  Glass- 
Steagall  Act's  separation  of  commercial  and  investment 
banking  was  not  justified  either  on  safety  and  sound¬ 
ness  grounds  or  as  a  response  to  documented  prob¬ 
lems.  In  fact,  banks  with  securities  affiliates  failed  less 
frequently  than  other  banks.  A  path-breaking  1986 
study  by  Eugene  White  of  Rutgers  University  found  no 
convincing  historical  evidence  that  any  of  the  9,000 
banks  that  failed  between  1930  and  1933  did  so  as  a 
result  of  their  investment  banking  activities.4  It  seems 
the  separation  between  commercial  and  investment 
banking  largely  reflected  the  continued  faith  of  legis¬ 
lators  and  regulators  in  the  now-discredited  Real  Bills 
Doctrine,  which  held  that  making  short-term  loans  for 
productive  purposes  and  secured  by  real  goods  was 
the  only  appropriate  lending  activity  for  commercial 
banks.  The  immediate  impetus  for  passage  of  the  act 
came  from  a  serious  misdiagnosis  of  the  causes  of  the 
banking  collapse  in  the  1930s,  together  with 
widespread  public  resentment  toward  bankers  in¬ 
volved  in  underwriting  and  distributing  corporate 
securities. 

Another  recent  study  found  that  the  securities  under¬ 
written  by  commercial  banks  in  the  years  1 921  to  1 933, 
far  from  being  unduly  speculative,  tended  to  be  higher 
in  quality  than  those  underwritten  by  investment 
banks.5  A  detailed  study  of  the  hearings  preceding 
passage  of  the  Glass-Steagall  Act  by  George  Benston 
of  Emory  University  found  little  concrete  evidence  of  the 
alleged  abuses  by  commercial  banks’  securities  af¬ 
filiates.6 

In  sum,  H.R.  18  represents  an  opportunity  to  enhance 
the  safety  and  soundness  of  banks.  But  the  ability  of 
banks  to  seize  that  opportunity  will  depend  upon  the 
extent  to  which  they  can  diversify  without  inefficient  and 
costly  structural  and  supervisory  impediments. 

Banking  and  Commerce 

You  have  asked  me  to  comment  on  the  issues  involved 
in  permitting  commercial  firms  to  own  banks.  The  line 
between  banking  and  commerce  is  unclear.  Various 
products  and  services  have  attributes  of  both  com¬ 
merce  and  banking.  Changes  in  the  economy,  par¬ 
ticularly  in  the  field  of  technology,  will  further  blur  the 
line  between  banking  and  commerce.  For  example, 
computer  programming  and  information  management 


4E.  White,  "Before  the  Glass-Steagall  Act  An  Analysis  of  the  Invest¬ 
ment  Banking  Activities  of  National  Banks."  Explorations  in  Economic 
History  ( January  1986) 

5Randall  Kroszner  and  Raghuram  Rajan,  "Is  the  Glass-Steagall  Act 

Justified7  A  Study  of  the  U  S.  Experience  with  Universal  Banking 

Before  1933  "  American  Economic  Review  84  (September  1994) 
eGeorge  J  Benston,  The  Separation  of  Commercial  and  Investment 
Banking  (New  York  Oxford  University  Press,  1990) 


are  now  widely  acknowledged  to  be  integral  to  the 
provision  of  financial  services,  even  though  25  years 
ago  they  seemed  to  be  more  like  pure  commercial 
activities. 

Concerns  about  the  consequences  of  combining  bank¬ 
ing  with  pure  commercial  activities  date  back  to  the 
establishment  of  the  Bank  of  England,  and  have  in¬ 
cluded  worries  about  conflicts  of  interest,  excessive 
market  power,  and  undue  risk-taking  that  might  adver¬ 
sely  affect  depositors,  or  further  threaten  the  stability 
and  efficiency  of  the  financial  system.  In  the  United 
States,  state  bank  charters  have  traditionally  restricted 
the  powers  of  banks  to  engage  in  such  commercial 
activities.  The  National  Bank  Act  and  the  Bank  Holding 
Company  Act  continue  these  restrictions  for  national 
banks  and  nonbank  affiliates. 

Nonetheless,  American  financial  history  contains  many 
examples  of  banks  owned  by,  or  otherwise  affiliated 
with,  commercial  and  manufacturing  enterprises.  The 
Bank  Holding  Company  Act  Amendments  of  1970, 
ended  many,  but  not  all,  of  all  those  affiliations.  Those 
combinations  of  banking  and  commerce  did  not  oc¬ 
casion  particular  problems  or  abuses,  although  many 
of  them  involved  highly  specialized  circumstances. 

Clearly,  the  health  and  competitiveness  of  U.S.  banking 
may  at  some  time  come  to  depend  on  our  willingness 
to  modify  or  dismantle  this  separation.  But  further  ex¬ 
pansion  by  banking  organizations  into  financial  ac¬ 
tivities  offers  benefits  that  are  greater  and  more 
immediate,  and  poses  risks  that  are  better  understood 
than  those  associated  with  combining  banking  and 
commerce.  At  this  time,  therefore,  I  would  urge  that  we 
focus  our  attention  on  the  universe  of  financial  ac¬ 
tivities. 

Conclusion 

Any  reform  proposal  must  embody  three  key  principles 
if  we  are  to  achieve  the  full  benefits  of  financial  services 
modernization.  First,  any  new  approach  must  maintain 
the  safety  and  soundness  of  the  banking  system.  This 
requires  a  balance  between  prudential  safeguards  and 
enhanced  activities  flexibility,  coupled  with  sound  su¬ 
pervision.  It  does  not  require  presumptions  or  prohibi¬ 
tions  against  bank  entry  into  new  activities. 

Second,  a  new  system  should  encourage  healthy  com¬ 
petition  and  efficient  business  operations  to  benefit  all 
consumers  of  financial  services — in  all  of  our  com¬ 
munities — and  thereby  facilitate  economic  growth  The 
elimination  of  artificial  barriers  to  entry  and  antiquated 
restrictions  on  corporate  structures  is  essential  to  this 
goal  Like  other  businesses,  banks  should  have  sub¬ 
stantial  freedom  to  choose  the  organizational  form  that 
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best  enables  them  to  respond  to  marketplace  de¬ 
mands,  absent  compelling  public  policy  reasons  to  limit 
that  freedom. 

Third,  regulation — and  regulators — must  be  both  effec¬ 
tive  and  efficient.  They  must  not  impose  unnecessary 
burdens.  In  other  words,  we  should  not  limit  the  efficien¬ 
cies  resulting  from  modernization  by  placing  con¬ 
straints  on  what  activities  banks  may  conduct  and  how 
they  may  conduct  them,  unless  those  constraints  are 
clearly  necessary  to  assure  safety  and  soundness  or  to 
protect  consumers  or  investors. 


In  conclusion,  I  would  like  to  emphasize  the  importance 
of  these  hearings  and  once  again  commend  your 
leadership  in  this  area.  Absent  reform,  increasingly 
competitive  world  financial  markets  would  imperil  the 
long-term  profitability  and  stability  of  our  banks.  Facing 
up  to  these  issues  by  reconsidering  archaic  and 
counterproductive  product  restrictions,  by  removing 
unnecessary  impediments  on  corporate  structure,  and 
by  relying  on  strong  supervision  of  diversified  financial 
firms  is,  I  am  convinced,  both  a  wise  and  necessary 
course  of  action. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  New 
York  State  Bankers  Association,  on  OCC  priorities  and  accomplishments,  New 
York,  NY,  February  2,  1995 


When  I  was  sworn  into  office  a  little  less  than  two  years 
ago,  I  laid  out  four  priorities  for  my  term  as  Comptroller: 
(1)  Ensuring  national  bank  safety  and  soundness:  (2) 
promoting  bank  competitiveness:  (3)  improving  super¬ 
visory  efficiency,  including  reducing  regulatory  burden; 
and  (4)  ensuring  fair  and  equal  access  to  credit  for  all 
Americans. 

Since  that  time,  we  have  accomplished  a  great  deal  in 
each  of  these  areas.  We  have  streamlined  our  super¬ 
vision  of  noncomplex  banks  and  reduced  fees  for  OCC 
services.  We  have  eliminated  duplicative  programs, 
such  as  the  OCC’s  old  Fair  Housing  Home  Loan  Data 
System.  And  we  have  identified  areas  of  emerging  risk 
and  worked  with  banks  to  manage  those  risks. 

One  such  area  involved  derivatives.  Beginning  in  the 
fall  of  1993,  the  Comptroller's  Office  issued  a  series  of 
materials  to  banks  to  help  them  manage  their  deriva¬ 
tives  activities.  Last  summer,  we  highlighted  the  risks 
of  structured  notes  in  an  advisory  letter  to  all  national 
banks,  and  last  fall,  we  issued  expanded  guidance  to 
banks  in  the  form  of  examination  procedures  for  bank 
derivatives  activities. 

Part  of  our  original  guidance  on  derivatives  in  October 
1993  highlighted  the  importance  of  banks'  managing 
all  related  risks,  including  interest  rate  risk.  Since  that 
time,  the  steady  increase  in  interest  rates  and  related 
news  events  have  raised  questions  about  how  well 
banks  are  managing  their  interest  rate  risk  exposures. 

Interest  rate  risk  is  certainly  not  a  new  phenomenon  for 
national  banks.  Indeed,  it  is  the  very  essence  of  bank¬ 
ing  to  balance  liabilities  with  varying  maturities  and 
rates  against  assets  with  a  different  set  of  maturities  and 
rates.  The  steady  decline  in  interest  rates  during  the 
first  part  of  the  1990s  helped  banks  post  record  earn¬ 
ings  and  strengthen  their  capital.  But  over  the  past  13 
months,  interest  rates  have  climbed  steadily.  The  trick 
for  banks  now  and  in  the  foreseeable  future  is  to 
manage  their  positions  so  as  not  to  get  caught  in  an 
interest  rate  squeeze,  regardless  of  the  volatility  or 
direction  of  the  rates. 

Two  factors  are  affecting  banks'  ability  to  manage  inter¬ 
est  rate  risk.  The  first  is  interest  rate  volatility.  From  the 
1 920s  to  the  1 970s,  long-term  rates  in  the  United  States 
never  exceeded  6  percent.  Furthermore,  before  1971, 
the  dollar  could  be  converted  to  gold,  and  that  convert¬ 
ibility  linked  interest  rates  to  a  relatively  stable  value.  In 


other  words,  until  about  20  years  ago,  the  job  of  manag¬ 
ing  interest  rate  risk  was  relatively  simple  for  the  vast 
majority  of  banks. 

But  the  world  changed  in  the  1970s.  Over  the  past  20 
years,  we  have  seen  a  series  of  interest  rate  swings 
that,  at  times,  seriously  jeopardized  the  health  of  finan¬ 
cial  institutions.  It  is  certainly  no  secret  that  the  S&L 
crisis  resulted  at  least  in  part  from  an  interest  rate 
squeeze  —  long-term,  low-rate  mortgage  loans  funded 
by  short-term  deposits,  for  which  S&Ls  had  to  pay 
increasingly  high  rates. 

Today  we  are  in  the  midst  of  another  interest  rate  swing. 
Between  October  1993  and  October  1994,  30-year 
Treasury  rates  increased  226  basis  points.  And  from 
December  1993  through  December  1994,  3-month 
Treasury  rates  increased  297  basis  points.  And  the  Fed 
raised  the  discount  rate  50  basis  points  yesterday. 

Before  considering  the  impact  of  these  changes  on 
banks,  it  may  be  helpful  to  put  these  interest  rate 
developments  into  some  kind  of  historical  perspective. 
At  the  Comptroller’s  Office,  our  economists  compared 
the  recent  interest  run-up  to  interest  rate  cycles  over  the 
past  20  years.  They  looked  at  3-month  Treasury  bill 
rates  since  1971,  when  the  United  States  formally  aban¬ 
doned  the  gold  standard  for  the  dollar,  and  30-year 
Treasury  bond  yields  beginning  in  1977,  when  the 
Treasury  Department  began  tracking  those  instru¬ 
ments. 

The  run-up  in  short-term  interest  rates  in  1994  was  far 
from  exceptional.  Since  1971,  there  have  been  five 
interest  rate  cycles  in  which  short-term  interest  rate 
increases  exceeded  those  of  1994.  For  example,  3- 
month  Treasury  bill  rates  increased  only  297  basis 
points  for  all  of  1 994,  compared  to  an  increase  of  1 ,21 7 
basis  points  between  September  1980  and  March 
1981. 

In  looking  at  rates  on  30-year  Treasury  bonds,  we  were 
interested  in  the  percentage  increases  in  rates,  be¬ 
cause  the  percentage  increase  in  rates  roughly  reflects 
the  percentage  decline  in  bond  prices.  If  rates  double, 
a  30-year  bond  loses  slightly  less  than  half  its  value  — 
regardless  of  the  absolute  basis  point  increase  in  inter¬ 
est  rates. 

So  far  in  this  cycle,  long-term  rates  have  increased  by 
only  about  40  percent.  By  comparison,  they  rose  70 
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percent  between  July  1979  and  October  1981.  If  we 
look  at  the  sharpest  run-ups  in  interest  rates,  where 
bond  yields  increased  at  least  every  two  weeks,  we've 
had  four  episodes  of  rate  increases  since  1977,  ex¬ 
ceeding  the  17.1  percent  long-term  rate  increase  be¬ 
tween  January  and  April  of  last  year. 

We  also  looked  at  the  frequency  of  long-term  interest 
rate  run-ups  that  last  at  least  one  year.  If  history  since 
1977  is  any  guide,  banks  and  bank  supervisors  can 
expect  run-ups  like  that  of  1994  as  often  as  twice  in  a 
decade.  In  developing  long-term  investment  strategies 
and  strategies  for  managing  interest  rate  risk,  bank 
management  and  bank  supervisors  need  to  keep  that 
history  in  mind.  Interest  rate  volatility  will  continue  to  be 
a  fact  of  life. 

The  second  factor  affecting  banks'  ability  to  manage 
interest  rate  risk  is  changes  in  the  types  and  maturities 
of  instruments  that  banks  hold  in  their  asset  portfolios. 
Today,  long-term  assets  account  for  more  than  14  per¬ 
cent  of  total  commercial  bank  assets,  compared  to  just 
under  8  percent  in  1984.  Moreover,  this  increase  has 
not  accompanied  a  corresponding  increase  in  core 
deposits,  which  many  banks  have  traditionally 
depended  upon  for  protection  against  interest  rate 
increases.  And  banks  today  hold  a  variety  of  complex 
new  instruments  both  on  and  off  their  balance  sheets 
that  are  highly  sensitive  to  changes  in  interest  rates. 

In  light  of  these  developments,  some  analysts  and 
members  of  the  news  media  have  voiced  concern 
about  banks’  vulnerability  to  interest  rate  problems. 
While  it  is  important  to  look  at  this  issue  in  the  proper 
perspective,  nonetheless,  this  is  an  appropriate  time  to 
consider  banks’  exposure  to  interest  rate  risk.  In  light 
of  banks'  increasingly  complex  asset  portfolios  and  the 
increasing  volatility  of  interest  rates,  the  need  for  banks 
to  be  able  to  measure  and  control  their  exposure  to 
interest  rate  swings  has  clearly  increased. 

In  January  1990,  the  Comptroller’s  Office  issued  Ad¬ 
visory  Letter  90-1  on  interest  rate  risk.  We  alerted 
bankers  to  the  need  for  prudent  management  of  this 
risk,  including  the  use  of  risk  measurement  systems 
and  management  controls.  We  also  emphasized  the 
need  to  have  capital  available  to  support  interest  rate 
risk  exposures.  We  re-emphasized  the  need  for  ap¬ 
propriate  management  of  interest  rate  risk  in  issuing 
Banking  Circular  277  on  derivatives  activities  in  Oc¬ 
tober  1993. 

Congress  has  also  taken  note  of  the  potential  problems 
posed  for  banks  by  interest  rate  risk  In  1991,  Congress 
passed  the  FDIC  Improvement  Act,  which  required 
bank  regulators  to  establish  capital  requirements  for 
interest  rate  risk  Since  that  time,  both  the  international 


regulatory  community  and  U.S.  depository  institution 
regulators  have  been  wrestling  with  the  best  way  to 
achieve  that  objective.  The  federal  regulators  will  have 
more  to  say  about  risk-based  capital  requirements  later 
this  year. 

Over  the  past  several  years,  the  Comptroller's  Office 
has  monitored  national  banks'  efforts  to  manage  their 
interest  risk  exposures.  National  bank  managers  have 
made  important  improvements  in  their  interest  rate  risk 
management  systems.  The  science  of  risk  manage¬ 
ment  has  advanced  considerably  as  banks’  exposure 
to  interest  rate  volatility  has  increased.  Not  too  long  ago, 
the  best  risk  management  tool  available  was  gap 
analysis.  Then,  many  banks  began  using  simulation 
models  to  quantify  and  control  the  amount  of  short-term 
earnings  that  may  be  at  risk  under  various  interest  rate 
scenarios.  Now,  some  larger  banks  have  developed  a 
variety  of  models  to  measure  economic  value  at  risk  — 
a  far  more  sophisticated  —  and,  in  some  cases,  a  more 
meaningful  —  concept. 

The  Comptroller's  Office  is  continuing  to  encourage 
banks  to  improve  their  interest  rate  risk  management 
processes.  We  are  especially  concerned  that  banks 
with  substantial  medium-  and  long-term  positions 
measure  and  monitor  the  impact  of  interest  rate  chan¬ 
ges  on  the  value  of  these  positions  and  on  the  future 
performance  of  the  bank.  Most  measures  of  short-term 
earnings  at  risk  do  not  capture  this  information. 

As  I  noted  previously,  our  interest  stems  not  only  from 
changes  in  the  interest  rate  environment  but  also  from 
shifts  in  national  banks’  on-  and  off-balance  sheet 
positions  and  the  use  of  certain  new  instruments.  Some 
banks  now  hold  medium-  and  long-term  instruments 
that  are  highly  sensitive  to  changes  in  interest  rates. 
That  is  particularly  true  for  instruments  that  contain 
option  features  —  for  example,  adjustable  rate 
mortgages. 

Financial  instruments  such  as  collateralized  mortgage 
obligations,  credit  card  lines,  indexed  CDs,  and  off- 
balance  sheet  derivative  instruments  have  increased 
the  means  by  which  banks  can  provide  financial  ser¬ 
vices  and  have  given  banks  more  tools  for  risk  manage¬ 
ment.  At  the  same  time,  however,  the  complexity  of 
these  instruments  makes  it  more  difficult  to  determine 
the  sensitivity  of  their  values  to  changes  in  interest 
rates. 

In  today's  environment,  banks  must  have  effective  in¬ 
terest  rate  risk  management  processes.  By  that  I  mean 
a  process  that  includes  the  same  fundamental  prin¬ 
ciples  used  for  the  management  of  other  financial  risks: 
risk  identification,  risk  measurement,  risk  monitoring, 
and  risk  control 
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In  particular,  banks  should  have  systems  that  enable 
them  to  measure  the  amount  of  earnings  and  capital 
that  may  be  at  risk  to  changes  in  interest  rates.  Clearly, 
the  complexity  of  the  systems  will  depend  on  the  size 
of  a  bank,  the  maturity  of  its  assets  and  liabilities,  and 
the  extent  to  which  options  are  embedded  in  the  bank's 
assets,  liabilities,  and  off-balance  sheet  activities 
Equally  clearly,  however,  banks  that  have  significant 
medium-  and  long-term  positions  must  be  able  to 
understand  and  manage  the  impact  of  interest  rate 
changes  on  earnings  and  capital. 

As  part  of  its  ongoing  supervision  of  national  banks,  the 
Comptroller’s  Office  regularly  reviews  national  banks' 
interest  rate  exposure  and  the  risk  measurement  and 
control  systems  in  individual  national  banks.  These 
reviews  have  demonstrated  the  great  diversity  in  size, 
composition,  and  complexity  of  national  bank  assets, 
liabilities,  and  off-balance  sheet  positions.  They  have 
also  illustrated  the  diversity  in  systems  and  interest  rate 
scenarios  banks  use  to  monitor  and  control  interest  rate 
risk. 

This  diversity  in  bank  interest  rate  positions  poses  a 
major  challenge  to  the  Comptroller’s  Office  as  a  bank 
supervisor.  In  light  of  the  changing  interest  rate  environ¬ 
ment  and  changes  in  national  banks’  asset  and  liability 
mix,  we  have  begun  a  review  of  our  supervisory  policy 
and  guidance  on  interest  rate  risk  for  all  national  banks. 
As  part  of  this  review,  we  are  looking  at  four  broad 
areas: 

•  First,  we  need  to  provide  guidance  to  national 
banks  outlining  reasonable  minimum  stand¬ 
ards  for  systems  to  measure,  monitor,  and  con¬ 
trol  interest  rate  risk.  We  have  not  yet  decided, 
however,  precisely  how  detailed  those  stand¬ 
ards  should  be  and  the  degree  to  which  they 
should  be  the  same  for  all  national  banks. 

•  Second,  we  know  that  banks  that  take  large 
amounts  of  interest  rate  risk  —  or  that  use 
complex  instruments  to  actively  manage  their 
interest  rate  risk  positions  —  need  more 
sophisticated  risk  management  tools  than 


banks  with  low  exposures  or  relatively 
straightforward,  “plain  vanilla”  positions  and 
activities.  In  other  words,  we  believe  our  mini¬ 
mum  standards  will  be  just  that  —  minimums, 
a  base  line  for  all  banks.  They  would  need 
refinement  as  positions  and  complexities  in¬ 
crease.  Naturally,  systems  and  controls  should 
reflect  the  volatility  of  the  existing  interest  rate 
environment,  the  size  and  complexity  of  the 
instruments  held  by  banks,  and  banks’  respec¬ 
tive  risk  appetites. 

•  Third,  the  Comptroller’s  Office  recognizes  that 
we  may  need  to  provide  additional  guidance  to 
some  national  banks  on  acceptable  interest 
rate  scenarios,  key  assumptions,  or  interest 
rate  risk  management  techniques.  This  type  of 
guidance  should  help  some  of  our  smaller  in¬ 
stitutions  to  consider  a  sufficient  number  of 
“what  if"  scenarios  in  their  risk  measurement 
and  control  processes. 

•  Finally,  we  are  working  to  gain  a  better  under¬ 
standing  of  the  obstacles  and  costs  bankers 
may  face  in  trying  to  implement  improved  inter¬ 
est  rate  risk  management  systems.  As  part  of 
our  review  of  our  guidance  on  interest  rate  risk, 
we  are  talking  to  banks  of  all  sizes  across  the 
country  on  precisely  this  point. 


These  are  hard  issues.  We  are  looking  at  all  these  areas 
very,  very  carefully  as  we  “fine  tune”  our  guidance  on 
interest  rate  risk,  and  we  very  much  welcome  your  input 
into  this  process.  In  this  area  —  indeed,  in  all  areas  of 
bank  supervision  —  we  are  striving  to  ensure  that  our 
efforts  provide  true  "value  added”  to  the  banks  we 
supervise,  without  restricting  their  ability  to  meet  the 
needs  of  their  customers  and  to  participate  in  increas¬ 
ingly  competitive  financial  markets.  As  always,  our 
challenge  is  to  provide  guidance  on  interest  rate  risk 
that  will  enhance  bank  safety  and  soundness  without 
imposing  unnecessary  requirements  on  banks.  We  are 
working  very  hard  to  get  it  right,  and  I  am  confident  we 
will  meet  this  challenge. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Independent  Bankers  Association  of  America,  on  the  OCC’s  agenda,  Honolulu, 
Hawaii,  February  15,  1995 


It’s  often  said  that  IBAA  members  represent  Main  Street 
America.  Today,  it’s  obvious  that  this  street  stretches  all 
the  way  from  Maine  to  Maui.  Traveling  out  here  from  the 
nation’s  capital,  you  fly  over  thousands  of  main  streets 
in  thousands  of  communities  of  all  sizes.  As  you  look 
down  at  the  towns  that  dot  the  landscape,  you’re 
reminded  that  nearly  every  one  of  those  communities 
is  anchored  by  a  bank  just  like  yours  ...  a  bank  that 
probably  played  a  pivotal  role  in  that  community’s 
development  by  supporting  a  local  entrepreneur  whose 
vision  now  employs  hundreds  of  people  . .  .a  bank  that 
provides  continued  stability  and  strength  through  its 
service  to  civic  organizations  such  as  school  boards, 
chambers  of  commerce,  boys  and  girls  clubs,  or  sports 
teams. 

Those  banks  —  your  banks  —  are  the  past,  the  present, 
and  the  future  of  America’s  communities.  In  many  ways, 
"Main  Street  America”  is  a  metaphor  for  a  way  of  thinking 
—  and  a  way  of  doing  business  —  that  is  often  far  too 
removed  from  the  Washington  Beltway.  Geographically 
speaking,  that’s  clearly  the  case  this  morning. 

But  I’m  also  talking  about  something  deeper.  I’m  refer¬ 
ring  to  the  personal,  hands-on  service  to  the  community 
and  the  profound  wisdom  of  common  sense  that  you 
find  in  almost  any  town  or  small  city  in  this  country.  As 
a  child  and  as  a  young  adult,  growing  up  on  Main  Street 
America,  I  saw  this  with  my  own  eyes  many,  many  times. 
When  I  return  to  my  hometown  of  York,  Pennsylvania, 
it's  much  more  than  a  nostalgic  homecoming.  After 
months  in  the  nation’s  capital,  walking  York's  streets 
again  is  invigorating,  inspiring,  and  tremendously 
motivating.  Because  it  is  there  —  on  Main  Street 
America  —  where  people  have  the  uncanny  ability  to 
cut  to  the  quick  and  get  things  done.  Main  Street 
Americans  identify  problems.  They  demand  action. 
They  produce  results.  They  detest  unnecessary 
bureaucratic  obstacles  that  stand  in  the  way  of  real 
progress.  And,  increasingly,  they’re  demanding  that 
politicians  and  public  servants  follow  their  lead. 
Americans  know  how  to  create  strong  communities, 
and  all  they  ask  or  expect  of  their  government  is  to 
deliver  the  essential  services  important  to  their  lives  in 
an  effective  and  responsible  manner. 

As  a  product  of  Main  Street  America,  I'm  determined  to 
apply  that  good  sense  to  national  bank  supervision. 
The  community  bankers  who  finance  Main  Street 
America  want  and  deserve  an  OCC  that  is  action- 
oriented,  results-focused,  and  free  from  red  tape. 


This  morning,  then,  I  want  to  talk  about  the  sensible, 
reasoned  approach  to  supervision  and  regulation  that 
we’re  bringing  to  OCC,  as  we  explore  ways  to  serve 
your  banks  and  keep  them  safe,  sound  and  capable  of 
strengthening  this  nation’s  communities.  It's  an  ap¬ 
proach  that  I  believe  makes  sense  for  Main  Street 
America. 

And  I  believe  it's  an  approach  that  will  make  sense  to 
the  Main  Street  Americans  who  have  always  demanded 
efficiency  from  and  sought  confidence  in  their  institu¬ 
tions  and  their  government. 

When  I  took  the  oath  of  office  as  Comptroller,  I  outlined 
four  basic  principles  —  pillars,  if  you  will  —  that  support 
the  OCC’s  agenda  for  administering  national  banks. 

•  First,  ensuring  safety  and  soundness. 

•  Second,  promoting  competitiveness. 

•  Third,  increasing  OCC  efficiency  and  effective¬ 
ness,  including,  importantly,  reducing 
regulatory  burden. 

•  Fourth,  ensuring  fair  and  equal  access  to  ser¬ 
vices  for  all  Americans. 

Last  year  in  Florida,  I  talked  about  several  actions  we 
were  taking  to  make  the  OCC  more  efficient  and 
responsive  to  your  business  needs,  while  maintaining 
a  safe  and  sound  banking  system. 

It  is  useful  to  continue  that  discussion  today  because 
we've  made  considerable  strides  in  the  former,  and  the 
importance  of  the  latter  is  even  more  essential  in  an  era 
of  interest  rate  volatility,  flattening  yield  curves,  and 
intense  pressure  to  compete. 

The  OCC’s  challenge  is  twofold.  We  must  ensure  bank 
safety  and  soundness,  but  we  must  do  this  in  a  way  that 
allows  the  banking  system  to  support  the  nation’s 
economy.  That  requires  finding  and  maintaining  the 
proper  balance  between  standards  and  streamlining. 

During  the  past  decade,  we  have  seen  that  balance  tip 
too  far  in  both  directions,  most  recently,  in  the  wake  of 
the  S&L  collapse,  to  the  side  of  overregulation  What 
we  have  learned,  I  hope,  is  that  there  is  more  to  this 
question  of  balance  than  whether  or  not  there  is  too 
much  or  too  little  regulation. 
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The  quality  of  regulation  is  as  important  as  its  quantity. 

Sensible  regulation  focuses  on  the  level  of  risk  in  banks 
and  banking,  and  seeks  to  contain  these  risks.  It  recog¬ 
nizes  that  different  types  of  institutions  present  different 
types  of  risk,  and  that  a  one-size-fits-all  regulatory 
scheme  can  do  much  harm  to  true  safety  and  sound¬ 
ness  regulation.  Thoughtful  regulation  focuses  on  ways 
to  encourage  and  enhance  a  bank’s  own  ability  to 
control  risk,  and  doesn't  impose  burdens  that  under¬ 
mine  the  ability  of  a  bank  to  operate  in  the  most  efficient 
manner  for  its  size  or  to  serve  the  unique  needs  of  its 
community. 

That’s  why  the  OCC  is  conducting  a  top-to-bottom, 
zero-based,  A-to-Z  review  of  our  regulations.  We  want 
all  of  our  regulations  to  truly  add  value  and  focus  —  not 
on  process  —  but  on  achieving  results.  This  is  the  first 
time  such  a  thorough  regulation  review  has  been  con¬ 
ducted  in  the  OCC’s  130-year  history. 

Let  me  be  very  clear.  This  is  much  more  than  a  proce¬ 
dural  exercise  or  merely  tinkering  at  the  margin.  The 
Regulation  Review  Project  represents  a  fundamental 
rethinking  of  our  approach  to  regulation,  and  is 
designed  to  ensure  that  the  rules  we  employ  are 
tailored  to  the  goals  we  seek  to  achieve. 

As  we  put  our  regulations  under  the  microscope,  these 
are  the  questions  we  ask  ourselves: 

Why  is  this  provision  here?  Does  it  serve  to  maintain 
safety  and  soundness,  or  does  it  simply  impose  a 
burden? 

If  the  rule  does  achieve  its  desired  purpose,  does  it  do 
so  at  the  least  possible  cost  or  intrusion? 

And,  how  does  the  regulation  read?  Is  it  written  in  a  way 
that  any  business  person  could  understand,  or  does  it 
have  to  be  deciphered  by  a  bank’s  legal  department? 

Let  me  share  with  you  some  of  the  early  accomplish¬ 
ments  of  this  major  undertaking. 

Today  we  are  announcing  a  final  rule  to  streamline  and 
simplify  requirements  on  the  legal  lending  limit  for  na¬ 
tional  banks.  The  lending  limit  is  one  of  the  rules  in 
national  bank  operations  most  frequently  referred  to, 
but  the  mechanics  of  the  regulation  have  become 
inefficient,  costly,  and  redundant.  Until  now,  we  re¬ 
quired  you  to  make  a  special  calculation  solely  for  the 
purpose  of  this  rule  The  new  rule,  however,  will  allow 
you  to  calculate  the  lending  limit  based  on  capital 
figures  from  the  quarterly  call  report,  tying  calculations 
to  established  and  well-recognized  capital  stand¬ 
ards  Moreover,  not  only  are  we  moving  to  a  standard 


calculation  method,  we  are  also  reducing  dramatically 
the  number  of  times  you  have  to  make  the  calculation. 
Instead  of  having  to  calculate  your  lending  limit  every 
time  you  make  a  loan  that  comes  near  your  limit,  which 
could  conceivably  happen  every  business  day,  we  are 
now  allowing  you  to  make  that  calculation  just  four  times 
a  year. 

And  we  are  also  changing  the  rule  to  help  banks  protect 
their  prior  advances  as  well  as  their  positions  in  under¬ 
lying  collateral.  For  example,  if  your  lending  limit 
declines  after  you’ve  made  a  loan  commitment  on  a 
construction  project  and  the  project  is,  say,  80  percent 
complete,  you  can  advance  the  additional  funds 
necessary  to  complete  the  project. 

In  addition,  the  rule  I  am  announcing  today  will  no 
longer  force  a  default  or  foreclosure  that  serves  neither 
the  interest  of  the  borrower  nor  the  interest  of  the  bank. 
Further,  the  rule  will,  for  the  first  time,  exempt  from  the 
lending  limit  those  loans  collateralized  by  the  Small 
Business  Administration,  the  Federal  Housing  Ad¬ 
ministration,  and  the  Veterans  Administration. 

Other  rules  still  in  the  pipeline  include  a  revised  rule  on 
corporate  applications.  Under  that  proposal,  which  we 
issued  for  comment  last  fall,  we  would  establish  an 
expedited  approval  process  for  filings  submitted  by 
strong,  well-managed  banks.  Under  this  proposal,  the 
Comptroller’s  Office  will  consider  most  applications 
from  eligible  banks  to  be  approved  30  days  after  filing. 
This  expedited  approval  process  will  apply  to  applica¬ 
tions  for  branching,  corporate  reorganizations,  operat¬ 
ing  subsidiaries,  bank  service  corporations,  changes 
in  permanent  capital,  and  investments  in  bank 
premises. 

Further,  we  expect  to  eliminate  the  cumbersome  ap¬ 
plications  process  for  ATMs  shared  by  several  institu¬ 
tions.  The  existing  rule  requires  between  25  and  30 
steps  to  complete  the  approval  process  —  steps  that 
generate  mountains  of  paperwork  and  involve 
numerous  hand-offs  between  bank  and  OCC  staff. 
Those  days  are  ending,  because  we’re  proposing  to 
completely  eliminate  the  application  requirement  for 
shared  ATMs.  In  the  future,  you’ll  just  be  asked  to  notify 
us  after  the  fact. 

You'll  see  the  results  of  our  regulation  review  program 
in  a  number  of  other  ways.  You’ll  have  regulations  that 
are  cleansed  of  their  legalese  and  stripped  of  all  those 
cross-references  to  different  statutes.  Every 
businessman  should  be  able  to  read  and  understand 
the  rules.  We  have  an  obligation  to  make  it  as  easy  as 
possible  for  you  to  deal  successfully  with  the  process. 
So  we  are  committed  to  communicating  our  policies 
clearly  and  concisely.  We'll  tell  you  what  the  policy  is, 
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how  to  implement  it,  and  we’ll  use  hundreds  of  fewer 
words  to  do  so. 

Because  of  increased  efficiencies,  you  can  count  on 
more  cost-effective  oversight.  Corporate  fees  have  al¬ 
ready  been  halved  and  assessments  trimmed  6  per¬ 
cent.  Based  upon  1995  projections,  these  cuts  will 
result  in  aggregate  savings  of  $35  million  each  year  for 
national  banks.  And  there  are  more  reductions  to  come. 

You  may  recall,  last  year,  I  used  this  opportunity  to 
announce  that  the  OCC  would  adopt  streamlined  ex¬ 
amination  procedures  for  noncomplex  banks.  We  com¬ 
pleted  this  work  by  the  end  of  June,  and  spent  the  next 
three  months  training  our  examiners  in  using  these  new 
procedures.  This  process  was  fully  implemented  last 
October,  and  is,  today,  being  used  in  1,800  national 
banks.  Before  these  new  procedures,  all  national  banks 
—  regardless  of  size  and  scope  of  operations  —  had 
to  be  familiar  with  an  examination  handbook  of  over 
1,200  pages.  In  the  past,  examiners  asked  for,  on 
average,  200  items  of  nonstandardized  material.  We’ve 
streamlined  things  considerably.  Today,  you  have  a 
30-page  pamphlet  designed  with  your  banks  in  mind, 
and  our  examiners  will  come  to  you  with  only  35  stand¬ 
ardized  items  every  time  you  are  examined. 

I  want  to  emphasize  that  this  process  has  not  in  any  way 
reduced  our  ability  to  assess  the  safety  and  soundness 
of  your  banks’  operations.  On  the  contrary.  It  has  allowed 
us  to  focus  our  attention  on  what  matters  most  to  you,  your 
business,  and  the  economy  —  managing  risk. 

In  taking  these  steps,  however,  the  Comptroller’s  Office 
is  also  challenging  the  banking  industry.  Because  for 
all  the  cuts  and  efficiencies  we’ve  achieved  and  will 
achieve,  we  seek  to  strengthen  —  not  diminish  —  our 
safety  and  soundness  focus.  And  I  can't  emphasize  this 
enough.  That  is  our  responsibility  to  you  and  to  Main 
Street  America.  Over  the  long  term,  our  efforts  to  reduce 
burdens  will  succeed  only  if  the  industry  avoids  the 
kinds  of  problems  that  generated  the  pressure  for 
tougher,  tighter  regulation  in  the  last  half  of  the  1980s. 

So  I’d  like  to  turn  now  to  the  current  business  environ¬ 
ment  and  the  challenges  it  creates  for  all  banks  in 
conducting  the  basic  business  of  banking  —  particular¬ 
ly  the  fundamentals  of  your  business,  managing  inter¬ 
est  rate  and  credit  risk. 

Interest  rate  risk  is  a  fact  of  life  in  banking.  That’s  not 
new.  Balancing  liabilities  with  varying  maturities  and 
rates  against  assets  with  different  sets  of  maturities  and 
rates  is  the  very  essence  of  banking. 

But  today,  two  factors  have  made  interest  rate  risk 
management  more  challenging  and  critical.  The  first  is 


interest  rate  volatility.  From  the  1920s  to  the  1970s, 
long-term  rates  in  the  United  States  never  went  above 
6  percent.  But,  over  the  past  two  decades,  we've  seen 
a  series  of  interest  rate  swings  that,  at  times,  jeopard¬ 
ized  the  health  of  financial  institutions.  No  one  would 
argue  that  the  S&L  crisis  resulted  —  at  least  in  part  — 
from  an  interest  rate  squeeze  caused  when  thrifts  had 
to  pay  increasingly  higher  rates  on  the  short-term 
deposits  that  were  funding  long-term,  low-rate 
mortgage  loans. 

Today,  as  the  residents  of  Orange  County  well  know, 
we’re  in  the  midst  of  another  interest  rate  swing  that  is 
once  again  producing  unforeseen  results.  Between 
October  1993  and  October  1994,  30-year  Treasury 
rates  increased  over  225  basis  points.  From  December 
1993  through  December  1994,  3-month  Treasury  rates 
increased  nearly  300  basis  points.  Two  weeks  ago,  the 
Fed  once  again  raised  the  discount  rate  50  basis 
points. 

While  the  current  run-up  in  interest  rates  is  nowhere 
near  as  severe  as  the  interest  rate  increases  in  the  early 
part  of  the  1980s,  this  is  an  appropriate  time  to  focus 
the  banking  industry’s  attention  on  interest  rate  risk. 
Because  bank  asset  portfolios  now  include  instruments 
that  are  considerably  more  sensitive  to  interest  rate 
volatility.  Today,  long-term  assets  account  for  more  than 
1 4  percent  of  total  commercial  bank  assets,  compared 
to  just  under  8  percent  a  decade  ago.  This  dramatic 
increase  has  not  been  accompanied  by  a  correspond¬ 
ing  increase  in  core  deposits  .  .  .  deposits  that  have 
traditionally  provided  protection  against  interest  rate 
increases.  Further,  banks,  today,  hold  a  variety  of  com¬ 
plex  new  instruments  both  on  and  off  their  balance 
sheets  that  are  highly  sensitive  to  interest  rates. 

Last  week,  the  OCC  issued  an  advisory  letter  on  interest 
rate  risk.  The  letter  advised  banks  of  our  concern  that 
increases  in  interest  rates  —  combined  with  the  ever- 
increasing  use  of  instruments  with  greater  sensitivity  to 
changes  in  rates  —  required  banks  to  be  more  diligent 
and  employ  better  systems  to  measure,  monitor,  and 
control  their  exposure.  Many  banks,  of  course,  use 
simulation  models  today  to  quantify  and  control  the 
amount  of  short-term  earnings  at  risk  under  various 
interest  rate  scenarios.  But  we  believe  that  the  growing 
number  of  banks  with  significant  medium-  and  long¬ 
term  positions  have  a  responsibility  to  make  sure  they 
can  assess  the  long-term  impact  of  rate  changes  on 
their  institutions’  earnings  and  capital. 

We  are  following  a  similar  approach  in  dealing  with 
credit  underwriting  standards.  This  is  not  just  an  issue 
about  which  the  Comptroller's  Office  is  concerned,  Alan 
Greenspan  has  also  been  outspoken  about  his  con¬ 
cerns.  A  year  ago,  the  OCC  began  to  sense  that 
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underwriting  standards  were  beginning  to  slip.  This 
came  up  during  my  frequent  meetings  with  our  ex¬ 
aminers,  and,  as  a  result,  I  have  asked  them  to  monitor 
pricing  and  terms  closely.  Terms  are  not  yet  setting  off 
caution  lights,  but  it  is  safe  to  say  that  the  lights  are  not 
quite  as  green  as  they  used  to  be. 

Pricing  has  slipped  a  lot,  and  it's  getting  increasingly 
difficult  to  see  where  risk  is  being  priced  appropriately. 
We  must  —  and  will  —  be  vigilant  to  ensure  that  pricing 
is  rational  and  that  terms  are  sound  and  do  not  slide 
further. 

I  know  many  of  you  share  my  concerns.  Bankers  have 
contacted  me  and  asked  that  OCC  work  with  the  in¬ 
dustry  now  —  while  the  economy  is  strong  and 
problems  are  minimal  —  to  maintain  strong  credit  un¬ 
derwriting  standards.  Together,  we'll  explore  a  variety 
of  ways  —  such  as  determining  best  practices  for 
today's  environment  —  that  will  further  the  safety  and 
soundness  of  our  banking  system. 

I’m  proud  of  the  real  progress  we've  made  in  reducing 
regulatory  burden  and  making  OCC  supervision  more 
effective  and  responsive  to  today’s  needs.  We  are 
taking  these  actions  in  a  way  that  supports  our  mission 
of  ensuring  a  safe  and  sound  banking  system  for  the 
nation's  consumers  and  communities.  That  is  our 
responsibility.  It's  one  we  embrace  and  honor  because 
of  what  it  means  for  Main  Street  America. 

These  are  exciting  times  for  the  banking  industry  and 
for  you.  We  support  your  efforts  to  offer  consumers  new 


services,  and  we're  committed  to  increasing  your  ability 
to  compete  with  other  financial  services  providers. 
We’re  eliminating  requirements  that  don’t  make  sense 
so  that  both  national  banks  and  the  OCC  can  focus  on 
the  fundamentals  crucial  to  maintaining  safety  and 
soundness. 

Today,  in  this  rapidly  changing  and  globally  competitive 
economy,  the  role  you  play  in  support  of  your  com¬ 
munities  is  more  important  than  ever,  because  the  real 
business  of  America  still  starts  and  still  succeeds  on 
America's  Main  Streets.  My  commitment  to  you  is  this: 
the  OCC  will  continue  to  serve  the  business  of  banking 
so  that  you  can  serve  your  communities.  I'm  confident 
that  you  will  do  your  part  as  well. 

By  your  actions  —  practicing  the  basics  of  banking, 
managing  interest  rate  risk  in  a  prudent  manner,  and 
not  stretching  underwriting  standards  to  the  breaking 
point  —  you  can  help  prove  that  streamlined  regulation 
and  supervision  can  create  a  stronger,  healthier,  and 
more  competitive  banking  system  for  a  more  competi¬ 
tive  America. 

You  have  it  in  your  power  to  prove  that  reducing  regu¬ 
latory  and  supervisory  burden  does  not  have  to  lead  to 
safety  and  soundness  concerns,  but,  rather,  that  it  is 
the  road  to  a  future  of  expanded  opportunities  to  serve 
your  communities  and  finance  America's  Main  Streets. 
I  urge  you  to  accept  this  challenge. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Neighborhood  Reinvestment  Corporation,  Community  Lending  Institute,  on 
community  development,  Washington,  DC,  March  5, 1995 


Thank  you,  and  welcome  to  the  NRC’s  Community 
Lending  Institute.  I'm  delighted  to  be  here  tonight  and 
share  this  evening  with  those  of  you  who,  together,  are 
transforming  communities  and  bringing  hope  and  new 
life  to  America’s  neighborhoods.  Kecia  just  provided  a 
vivid,  inspiring  reminder  of  the  challenges  and  rewards 
of  your  work.  But  Kecia,  her  son  and  her  mother  are  just 
three  of  the  thousands  of  lives  that  have  been  affected 
by  the  vast  NeighborWorks  network  that  serves  cities 
and  communities  throughout  this  nation. 

As  Comptroller  of  the  Currency,  I  have  the  opportunity 
and  the  pleasure  to  serve  on  the  Board  of  Directors  of 
the  Neighborhood  Reinvestment  Corporation.  During 
these  past  two  years,  in  both  roles,  I’ve  viewed  firsthand 
the  diverse,  innovative  responses  to  community  credit 
needs  that  are  giving  families  like  Kecia's  and  com¬ 
munities  like  Coppin  Heights  renewed  hope.  I’ve  also 
had  the  chance  to  join  Congressman  Flake  and  see 
how  the  synergies  they’ve  put  in  place  in  New  York  are 
doing  great  things  for  the  people  of  his  district.  Their 
success  is  impressive,  and  I’m  honored  to  share  the 
keynote  role  with  him  this  evening. 

I  also  want  to  mention  to  Kecia  that  I  participated  in  a 
rehabilitation  project  in  her  hometown  of  Baltimore.  This 
project  was  co-sponsored  by  Neighborhood  Housing 
Services  of  Baltimore.  I  spent  a  morning  hanging 
drywall  in  a  three-bedroom  home  in  the  Irvington  sec¬ 
tion  of  the  city.  Just  before  nailing  the  last  sheet  in  place, 
we  put  a  time  capsule  of  sorts  behind  one  of  the  walls. 
It  was  our  way  of  telling  a  future  owner  of  that  house 
how  one  small  community-based  effort  helped  pre¬ 
serve  their  home  and  their  neighborhood  for  the  next 
generation. 

That’s  something  most  of  you  do  every  day.  Your  com¬ 
munity  development  efforts  —  never  easy,  but  always 
rewarding  —  are  truly  inspiring.  You  are  heroes,  not  only 
in  the  eyes  of  the  families  you  help,  but  to  me  as  well. 
You  are  the  local,  too  often  unsung,  heroes  who  are 
powered  by  new  ideas  of  what  is  possible  and  who 
pursue  creative  ways  of  getting  things  done.  You  are 
the  local  heroes,  who,  today,  understand  that  the  best, 
indeed,  only  way  to  build  a  great  society  is  by  first 
building  good,  strong  communities. 

Yours  is  a  growth  industry,  because  the  need  for  local 
heroes  who  can  bring  people  together  and  make  some¬ 
thing  happen  is  growing  faster  than  the  supply.  Over 
the  past  30  years,  many  metropolitan  areas  —  par¬ 


ticularly  older,  industrial  cities  —  have  lost  residents 
and  businesses  to  the  suburbs  and  the  Sun  Belt.  The 
nation’s  capital,  along  with  over  two  dozen  other 
American  cities,  lost  5  percent  or  more  of  its  population 
in  the  last  decade,  and  the  repercussions  are  being  felt 
all  around  us  today. 

Fiscally  strapped  governments,  the  high  cost  of  hous¬ 
ing  and  disinvestment  have  accelerated  the  decline  in 
inner-city  neighborhoods.  Unemployment  in  some 
urban  cores  now  exceeds  50  percent  and  the  disparity 
in  per  capita  income  persists.  The  Census  Bureau 
reports  that  in  the  average  month  in  our  central  cities, 
18  percent  of  the  residents  live  below  the  poverty  line, 
compared  to  8  percent  for  nearby  suburbs.  Even  for 
those  who  do  have  good  jobs,  the  cost  of  homeowner- 
ship  is  formidable  in  many  cities  today.  In  seven  of  the 
nation’s  largest  cities,  for  instance,  families  spend  over 
25  percent  of  their  income  on  shelter.  And  in  many 
cities,  renters  must  pay  an  even  higher  percentage  for 
a  decent  apartment. 

But  numbers  alone  don't  tell  the  whole  story,  and  it’s  not 
just  the  cities  where  the  needs  are  increasing.  Also,  the 
word  "disinvestment"  does  not  begin  to  describe  the 
effect  an  exodus  of  resources  has  on  a  community. 

I  think  of  the  farming  communities  and  the  smaller 
cities,  places  that  at  the  beginning  of  this  century  were 
thriving,  prosperous  places  full  of  jobs,  businesses, 
and  opportunities  to  achieve  the  American  Dream. 
Today,  as  we  near  the  end  of  the  20th  century,  these 
agricultural,  mill  or  steel  towns  are  not  aging  gracefully. 
Rather,  they're  becoming  ghost  towns  where  poverty 
saps  hope  and  abandoned  storefronts  line  Main 
Streets.  Some  would  probably  believe  that  the  fate  of 
places  like  these  do  not  affect  their  own  strong  com¬ 
munities,  but  the  fact  is  these  forgotten  cities  and 
citizens  carry  a  cost  for  all  of  us.  This  nation  needs  to 
invest  in  and  grow  these  local  economies  because  the 
old  adage  remains  true:  the  chain  is  only  as  strong  as 
its  weakest  link. 

Clearly,  then,  the  strong,  committed  and  resilient  local 
leadership  you  offer  is  increasingly  important  to  the  30 
million  Americans  who  live  and  work  in  our  central 
cities,  and  the  key  to  bringing  our  cities  and  towns  back 
to  life. 

Jane  Jacobs,  in  her  seminal  book,  The  Death  and  Life 
of  Great  American  Cities,  noted  that  "cities  differ  from 
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towns  and  suburbs  in  basic  ways,  and  one  of  these  is 
that  cities  are,  by  definition,  full  of  strangers."  Certainly 
and  sadly,  that  is  truer  today  than  it  was  when  she  wrote 
that  nearly  35  years  ago.  But  must  it  remain  true?  How 
can  this  nation  hope  to  succeed  if  we  remain  strangers 
.  if  the  walls  that  separate  neighbor  from  neighbor; 
citizens  from  their  government;  public  sector  from 
private  sector;  and  low-income,  but  creditworthy,  bor¬ 
rowers  from  financial  institutions  don't  come  down? 

Brick  by  brick  those  walls  that  separate  us  must  and 
are  coming  down.  And  in  their  place  we’re  rebuilding 
great  American  communities  that  are  truly  collections 
of  cohesive,  hopeful  neighborhoods,  rather  than  places 
full  of  cynical  strangers.  You're  making  that  possible, 
by  continually  challenging  yourself  to  think  anew  about 
both  the  problems  and  the  possibilities  ...  looking  "out¬ 
side  the  box"...  forging  partnerships  that  bring  more 
players  with  different  expertise  to  the  table  ...  parlaying 
individual  resources  toward  the  collective  good.  You 
are  creating  what  the  late  William  Fulbright  called  the 
new  machinery  necessary  if  fine  phrases  and  noble 
sentiments  are  to  have  substance  and  meaning. 

The  national  NeighborWorks  network  is  building  that 
machinery  with  public,  private  and  nonprofit  collabora¬ 
tions  that  leverage  private  investment  to  make  dollars 
stretch  farther.  New  concepts  —  like  full-cycle  lending 
—  reduce  risks  and  gain  access  to  the  mortgage 
capital  the  secondary  mortgage  provides.  And  in  the 
process,  new  housing  markets  are  being  reached,  with 
the  Campaign  for  Home  Ownership  serving  a  high 
percentage  of  African-American  and  Hispanic  home- 
buyers.  From  Milwaukee  to  Gainesville,  from  Richmond 
to  Kansas  City,  the  NeighborWorks  network  is  tapping 
the  power  of  partnership  to  give  urban  and  rural  com¬ 
munities  renewed  hope. 

The  Comptroller’s  Office  also  is  exploring  ways  to  make 
national  banks  greater  engines  of  economic  oppor¬ 
tunity  for  America’s  communities.  We  are  working  to 
encourage  innovation  in  community  lending  and  en¬ 
courage  banks  to  focus  on  how  best  to  meet  community 
credit  needs,  while  ensuring  a  safe  and  sound  banking 
system  for  all  Americans.  This  Wednesday,  I  will  testify 
before  Congress  on  CRA  reform  efforts,  which,  I’m 
confident,  will  make  this  law  more  responsive  to  the 
needs  of  lending  institutions  and  communities  alike. 

We  also  recognize  that  sometimes  the  OCC’s  regu¬ 
latory  and  supervisory  policies  have  discouraged  the 
type  of  path-breaking  —  but  financially  sound  —  under¬ 
writing  necessary  if  banks  are  to  make  loans  that  do  not 
fit  the  traditional  profile. 

Last  fall,  we  conducted  a  Community  Development 
Training  Pilot  program  designecf  to  address  this  prob¬ 


lem.  We  brought  examiners  to  OCC  headquarters  to 
discuss  how  they  are  conducting  examinations  in  the 
field  and  to  seek  ways  to  modify  our  exams  to  accom¬ 
modate  the  realities  of  community  development  lend¬ 
ing.  And  a  few  weeks  ago,  the  OCC  chartered  a  new 
national  bank  focusing  on  community  development 
lending.  Neighborhood  Development  Bank  will  target 
southeast  San  Diego,  an  underserved  area  of  that  city 
with  many  low-income  and  minority  residents.  It  will 
focus  on  making  affordable  housing  and  small  busi¬ 
ness  loans. 

Often  the  ideals  of  yesterday  become  the  truths  of 
today.  And  the  truth  today  is  that  the  banker  engaged 
in  community  lending  is  being  both  a  good  neighbor 
and  a  good  businessperson.  Increasingly,  bankers  are 
viewing  community  lending  —  not  as  an  obligation  — 
but  as  a  largely  untapped  market  that  they  can  serve 
profitably  —  benefiting  both  their  bottom  line  and  the 
communities  in  which  they  live  and  work.  And  in  some 
markets,  they’re  aggressively  competing  with  one 
another  to  do  community  lending.  They  understand  that 
revitalizing  neighborhoods  revives  and  protects  their 
existing  investments  and,  when  distressed  properties 
are  brought  back,  appraisals  overall  go  up. 

Government,  of  course,  can  make  a  difference  as  well 
by  encouraging  and  supporting  community  develop¬ 
ment  lending.  The  OCC  supports  national  banks  invest¬ 
ing  in  Community  Development  Financial  Institutions  to 
increase  the  volume  of  community  development  lend¬ 
ing  in  this  country.  Many  existing  NeighborWorks  or¬ 
ganizations  currently  qualify  as  CDFIs,  and  the  OCC 
receives  inquiries  every  week  for  banks  to  invest  in 
CDFIs. 

Sustaining  this  momentum  —  particularly  at  a  time 
when  the  calls  for  government  to  back  away  from  their 
partnership  role  are  strong  —  will  require  continued 
creative  and  intellectual  equity  from  all  of  you.  Creativity 
and  perseverance  can  often  be  as  critical  as  capital  in 
community  lending.  And  that  will  no  doubt  remain  the 
case  in  the  years  to  come.  But  you  should  also  take 
encouragement  from  and  pride  in  what  you've  proved 
in  recent  years. 

You’ve  shown  what  is  possible  by  bringing  together  the 
efficiencies  of  the  private  sector's  credit  delivery  sys¬ 
tem,  the  prudent  use  of  government  resources,  and  the 
determination  and  commitment  of  citizens  who  want  or 
have  a  stake  in  their  community’s  future.  That  is  a  sure 
formula  for  success,  and  one  we  cannot  forget  or 
abandon. 

This  week  I  encourage  you  to  use  this  opportunity  to 
continue  to  explore  ways  to  unlock  the  key  to 
homeownership  for  American  families  and  build  the 
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fiscal  bases  essential  to  supporting  local  economies 
.  .  .  to  learn  from  each  other  how  to  do  the  business  and 
put  together  the  deals  that  can  unleash  the  potential  of 
a  community's  entrepreneurs  whose  visions  and  busi¬ 
nesses  have  the  potential  to  anchor  a  community  ^nd 
employ  residents  ...  to  continue  to  work  together  to 
restore  the  sense  of  community  that  gave  this  nation  its 
rich  heritage  and  is  vital  to  its  future. 


I  know  it  can  be  tough  on  those  front  lines  of  community 
development.  I’m  sure  that  there  are  plenty  of  times 
when  you  feel  like  you're  fighting  those  hard  battles  all 
alone.  But  those  of  us  here  this  evening  and  this  week 
share  your  sense  of  purpose  and  your  dedication  to 
community  development.  Learn  from  each  other,  take 
strength  from  each  other,  and  leave  this  conference 
with  a  renewed  commitment  to  be  the  local  heroes  your 
communities  can  always  count  on. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  Institute 
of  International  Bankers,  on  modernization  of  bank  regulation  and  reduction  of 
regulatory  burden,  Washington,  DC,  March  6,  1995 


This  is  my  first  opportunity  to  speak  at  the  Institute  of 
International  Bankers'  Annual  Washington  Conference, 
and,  I  understand,  the  first  time  the  Comptroller  of  the 
Currency  has  addressed  this  group  in  over  a  decade. 
So  I  am  delighted  to  join  you  today,  and  particularly  to 
address  such  a  timely  topic  of  universal  concern:  mod¬ 
ernization  and  regulatory  burden  reduction.  From  the 
beginning  of  my  term  as  Comptroller,  I  have  had  four 
objectives: 

•  To  ensure  bank  safety  and  soundness. 

•  To  promote  competition. 

•  To  increase  the  efficiency  of  bank  supervision. 

•  And  to  assure  fair  access  to  financial  services 
for  all  Americans. 

These  four  pillars  form  the  basis  for  the  OCC’s  ap¬ 
proach  to  financial  modernization.  Last  year,  we  took  a 
big  step  toward  that  future  when  national  banks  were 
given  greater  opportunities  to  diversify  geographically. 
This  year,  we  hope  to  take  another  step  forward  through 
product  and  service  diversification.  Banks  have  been 
denied  this  since  the  1930s,  when  the  Glass-Steagall 
Act  erected  a  barricade  between  commercial  and  in¬ 
vestment  banking. 

Those  artificial  and  antiquated  restrictions  have  im¬ 
peded  the  ability  of  banks,  securities  firms,  and  other 
financial  companies  to  operate  efficiently  and  provide 
the  range  of  products  and  services  their  customers 
demand.  But  today,  for  the  first  time,  there  appears  to 
be  a  bipartisan  consensus  developing  in  the  Congress 
that  it's  time  to  dismantle  the  Glass-Steagall  barrier.  In 
its  place,  we  have  the  opportunity  to  lay  the  foundation 
for  the  future  of  banking  in  this  country.  So  I  view  this 
period  as  a  crucial  time  —  a  defining  moment,  if  you 
will  —  for  America's  banking  system  of  the  21st 
century. 

While  there  may  be  agreement  about  the  need  to  dis¬ 
mantle  Glass-Steagall,  there  is  considerable  debate 
over  how  precisely  to  do  it.  On  the  surface,  that  debate 
appears  to  focus  on  the  question  of  expanded 
securities  activities  and  whether  banking  institutions 
should  be  allowed  to  conduct  those  activities  only  in 
certain  kinds  of  corporate  structures.  But  there  is  a 
much  more  fundamental  issue  at  stake  here  —  the 
future  shape  and  direction  of  banking  itself. 


When  you  work  through  the  fine  print,  one  of  the  funda¬ 
mental  issues  in  this  debate  is  the  value  of  the  banking 
charter  or  franchise  itself. 

One  might  ask  why  we  should  be  concerned  about  this 
issue.  To  my  mind,  it  is  an  important  public  policy 
question  that  everyone  should  care  about.  Even  though 
other  financial  institutions  provide  many  services  that 
were  once  the  exclusive  domain  of  commercial  banks, 
the  banking  industry  remains  connected  to  its  com¬ 
munity  in  ways  other  financial  services  providers  simply 
are  not. 

Further,  the  banking  industry  remains  the  leading  — 
and  best  situated  —  provider  of  commercial  and  in¬ 
dustrial  credit.  Good  data  is  scant,  but  it  is  probably 
true  that  banks  are  the  leading  source  of  small  business 
credit.  And  while  some  may  argue  that  there  should  be 
more  bank  branches  in  low-income  neighborhoods  and 
that  banks  should  provide  higher  levels  of  consumer 
protection,  other  mainstream  financial  service  institu¬ 
tions,  by  and  large,  don’t  even  have  a  presence  in  those 
neighborhoods  and  are  virtually  unregulated  from  a 
consumer  protection  standpoint. 

The  Supreme  Court’s  recent  decision  in  the  VALIC  case 
reaffirmed  that  the  business  of  banking  is  a  dynamic 
concept  and  that  the  Comptroller  of  the  Currency  has 
the  ability  to  allow  those  businesses  conducted  by 
national  banks  to  evolve  and  service  developing 
markets.  If  we  care  about  making  sure  banks  continue 
to  be  able  to  play  these  roles,  if  we  care  about  the 
special  relationship  banks  have  to  Main  Street,  we  must 
be  vigilant  not  to  undermine  the  value  of  the  banking 
franchise.  That  in  turn  requires  that  we  look  beyond  the 
immediate  question  of  Glass-Steagall  reform. 

One  of  the  problems  in  looking  at  the  question  of 
expanded  powers  only  —  or  primarily  —  through  the 
lens  of  securities  underwriting  is  that  it  is  easy  to  lose 
sight  of  the  full  impact  of  the  decisions  we  are  making 
today.  We  must  make  sure  that  the  template  we  estab¬ 
lish  is  the  one  that  is  most  conducive  to  the  value  of  the 
banking  franchise  and  its  ability  to  serve  our  economy. 

There  are  fundamentally  two  paradigms  for  the  shape 
of  the  banking  industry  of  the  future:  what  might  be 
called  the  horizontal  paradigm  and  the  vertical 
paradigm.  The  horizontal  paradigm  presupposes  a 
bank  holding  company  and  then  a  string  of  sister 
companies  horizontally  arranged  just  under  the  holding 
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company.  These  sister  companies  would  be  —  to 
greater  or  lesser  degree  —  separated  from  each  other 
by  firewalls. 

The  second  model  is  a  vertical  model  that  may  or  may 
not  involve  a  holding  company,  but  groups  activities 
either  within  the  bank  itself  —  or  where  safety  and 
soundness  dictate  —  below  the  bank  vertically  in  a 
bank  subsidiary  with  appropriate  firewalls.  The  OCC’s 
recent  proposal  regarding  national  bank  operating 
subsidiaries,  for  example,  is  an  effort  to  establish  a 
new  process  to  allow  more  flexibility  for  operating 
subsidiary  activities,  subject  to  safety  and  sound¬ 
ness  oversight. 

Unless  the  government  can  make  a  clearly  compelling 
safety  and  soundness  case  for  the  holding  company 
structure,  banks  should  have  the  freedom  to  chose 
which  model  —  or  combination  of  models  —  they  want 
to  employ.  In  my  view,  that’s  a  business  decision  that 
can  be  best  made  by  an  institution’s  management  and 
board  of  directors. 

The  second  point  I  would  like  to  make  is  this.  While  there 
may  be  some  activities  that  we  want  to  separate  from 
the  insured  depository  by  strong  firewalls,  that  should 
be  done  on  the  basis  of  the  genuine  risk  characteristics 
of  the  activity. 

I  am  in  favor  of  basic  firewalls  to  protect  safety  and 
soundness  and  guard  against  conflicts  of  interest,  but 
cannot  let  history  —  rather  than  logic  and  the  future  — 
drive  the  decisions  to  separate  activities  from  the  core 
bank. 

Where  firewalls  are  used  we  ought  to  establish  a  strong 
minimum  standard.  Above  that  standard,  we  should 
give  the  regulator  flexibility  to  adjust  the  firewall  for  the 
particular  safety  and  soundness  circumstance.  A  care¬ 
fully  tailored  firewall  for  the  particular  business,  how  it 
is  conducted,  and  its  size  can  be  more  effective  and 
less  disruptive  than  the  one  size  fits  all  approach.  But 
again,  I  would  stress,  in  those  cases  where  we  believe 
safety  and  soundness  is  a  sufficiently  compelling  con¬ 
cern  to  use  firewalls,  we  should  have  meaningful  mini- 
mums,  for  example,  in  the  capital  and  interaffiliation 
areas. 

Moving  beyond  structural  considerations,  as  I  indi¬ 
cated  earlier,  I  think  the  focus  should  be  much  broader 
than  simply  securities  underwriting.  We  should  make  a 
thoughtful  determination  of  which  financial  activities  do 
and  yvhich  do  not  —  present  serious  safety  and 
soundness  issues  When  safety  and  soundness  issues 
are  not  presented,  they  should  be  linked  with  core 
banking  My  strong  suspicion  is  that  this  would  be  the 
case  for  most  financial  activities  , 


It  is  imperative  for  the  long-term  health  of  the  banking 
industry  that  banks  be  allowed  to  diversify  their  ac¬ 
tivities  to  be  responsive  to  emerging  customer  needs. 
Limiting  activities  can  actually  make  banks  riskier  for 
several  reasons. 

First,  it  deprives  them  of  benefits  of  diversification, 
locking  them  in  to  one  set  of  risks. 

Second,  it  prevents  banks  from  evolving  beyond  a 
narrow  market  segment,  impairing  their  ability  to  con¬ 
tinue  to  do  a  safe  and  profitable  business. 

Third,  limiting  activities  drives  away  a  bank's  better 
customers,  making  even  their  traditional  activities  less 
safe.  As  competitors  rush  to  develop  new  products  and 
compete  aggressively  for  bank  customers,  banks  and 
their  subsidiaries  need  the  ability  to  provide  products 
to  respond  to  market  demands. 

Certainly  you  know  that  most  nontraditional  activities 
need  not  threaten  bank  safety  and  soundness.  Banks 
in  most  of  the  countries  you  represent  have  been  en¬ 
gaging  for  many  years  in  the  type  of  new  activities  we’re 
talking  about  here  in  Washington  today.  And  U.S. 
banks,  through  their  foreign  branches  and  subsidiaries 
as  well  as  holding  company  affiliates,  have  successful¬ 
ly  engaged  in  a  variety  of  nontraditional  activities 
abroad  for  many  years  —  without  being  forced  into  any 
particular  corporate  structure  and  without  any  negative 
impact  on  their  health  and  safety. 

To  conclude,  I  have  long  believed  that  the  market 
should  be  free  to  make  its  own  structural  choices  to 
maximize  operational  efficiency  and  minimize  risk. 
Over  the  past  20  years,  most  of  corporate  America  has 
rejected  compartmentalization  in  organizational  struc¬ 
ture  as  companies  have  retooled  to  meet  new  and 
future  competitive  challenges.  For  the  government  to 
insist  upon  —  and  the  banking  industry  to  accept  —  a 
concept  so  at  odds  with  what  works  in  the  marketplace 
would  be  to  fall  far  short  of  the  opportunity  presented 
at  this  critical  moment  in  history.  If  we  are  to  help  create 
the  future,  government  cannot  dictate  the  structures  by 
which  banks  operate  in  their  pursuit  of  new  markets  and 
private  sector  efficiencies. 

Proponents  of  restricting  new  activities  to  affiliates 
should,  I  believe,  bear  the  burden  of  demonstrating  that 
the  holding  company  structure  is  the  most  effective 
approach  to  safety  and  soundness. 

The  long-term  strength  of  our  banking  system  depends 
upon  their  ability  —  directly  and  through  their  own 
subsidiaries  —  to  be  competitive  financial  providers  in 
their  own  right  Unless  compelled  by  reasons  of  safety 
and  soundness  —  which  I  do  not  believe  is  the  case  for 
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most  securities,  insurance,  and  many  other  financial 
activities  —  banking  organizations  should  be  allowed 
to  innovate. 

The  value  of  the  banking  franchise  will  only  be  as  strong 
as  a  bank's  ability  to  serve  their  customers  and  foster 
economic  growth.  That  requires  latitude,  not  limitations. 
Without  opportunities  to  retain  their  existing  customers 
and  attract  new  business,  banks  will  find  themselves  in 


a  continual  state  of  competitive  disadvantage.  Both 
from  the  perspective  of  banking's  future  and  the  con¬ 
sumer  benefits  that  could  result  from  healthy  competi¬ 
tion,  the  ongoing  debate  is  one  of  the  most  important, 
far-reaching  issues  we  must  address  today.  We  can 
forge  a  stronger  banking  industry  and  extend  services 
and  the  benefits  of  competition  to  more  consumers  by 
accepting  this  challenge  and  building  the  right 
framework  for  the  future. 
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Remarks  by  Douglas  E.  Harris,  Senior  Deputy  Comptroller  for  Capital  Markets, 
before  the  International  Swaps  and  Derivatives  Association,  on  the  impact  of 
derivatives  on  banking,  Barcelona,  Spain,  March  23,  1995 


Although  I  know  I  am  supposed  to  talk  about  the  impact 
of  derivatives  on  the  business  of  banking  over  the  last 
10  years,  I  believe  my  comments  will  be  more  mean¬ 
ingful  if  I  give  you  the  OCC's  perspectives  on  the 
regulatory  and  supervisory  issues  raised  by  national 
bank  involvement  in  derivatives  transactions  and 
describe  our  ongoing  concerns  and  the  issues  we  will 
be  focusing  on  in  the  future. 

However,  it  might  be  helpful  to  give  you  some  informa¬ 
tion  on  the  size  and  recent  growth  of  U.S.  banks' 
derivatives  activities. 

You  already  know  that  derivatives  have  grown  rapidly 
over  the  last  10  years.  Consider  the  following  4th 
quarter  1994  figures  for  U.S.  commercial  banks: 

•  The  notional  amount  of  outstanding  derivatives 
contracts  held  by  U.S.  domestic  commercial 
banks  has  grown  from  roughly  $5  trillion  in  1 990 
to  slightly  over  $15  trillion  by  the  end  of  1994. 

•  The  top  25  commercial  banks  account  for 
roughly  97  percent  of  that  activity  with  608 
commercial  banks  accounting  for  the  remain¬ 
ing  3  percent. 

•  Credit  risk  exposures  are  generally  of  the  order 
of  1  percent  to  2  percent  of  notional  amounts, 
and  the  credit  exposures  as  a  percentage  of 
capital  for  the  top  25  most  active  banks  are 
roughly  consistent  with  exposures  that 
generally  result  from  banks’  other  more  tradi¬ 
tional  activities,  such  as  1-  to  4-family 
mortgage  lending,  C&l  loans,  and  non- 
Treasury  securities  trading  and  investment. 

This  growth  and  the  increasing  losses  suffered  by  a 
variety  of  U.S.  institutions  with  respect  to  derivatives 
defined  very  broadly  are  why  we  at  the  OCC  have 
devoted  increasing  supervisory  resources  to  national 
banks'  derivatives  activities.  Our  focus  has  been  and 
will  continue  to  be  safety  and  soundness  of  the  bank 
itself,  and,  therefore,  we  will  continue  to  focus  on  the 
proper  identification,  measurement,  monitoring,  and 
control  of  the  risks  arising  out  of  these  activities. 

We  certainly  recognize  the  benefits  of  derivatives,  and 
specifically  state  in  our  guidance  to  national  banks  that: 
"[Financial  derivatives]  provide  banks  greater  flexibility 
in  managing  risk  by  separating  out  the  different  types 


of  risks  that  are  found  in  financial  instruments  and 
services,  and  by  transferring  those  risks  to  parties  who 
are  more  willing,  or  better  suited,  to  take  or  manage 
them.  Financial  derivatives  transactions  also  often  pro¬ 
vide  users  with  the  lowest  cost  funding  alternatives  by 
reducing  transaction  costs  and  in  come  cases,  by 
exploiting  arbitrage  opportunities  across  financial 
markets.”  We  will  continue  to  encourage  the  proper  use 
of  derivatives  by  national  banks. 

Our  supervisory  guidance  is  contained  in  four  documents: 

•  Banking  Circular  277,  "Risk  Management  of 
Financial  Derivatives"  (October  1993)  outlines 
specific  components  of  risk  management 
generally,  including  the  role  of  senior  manage¬ 
ment  and  board  oversight,  management  of  the 
various  types  of  risk  (market,  credit,  liquidity, 
and  operations  and  systems  risks),  and  dis¬ 
cussions  of  relevant  legal  issues  and  capital 
adequacy  and  accounting. 

•  Banking  Bulletin  94-31,  “Questions  and 
Answers  re:  Banking  Circular  277"  (May  1994) 
provides  greater  detail  and  clarification  of  the 
guidance  in  Banking  Circular  277. 

•  Revisions  to  the  Comptroller's  Handbook  (Oc¬ 
tober  1994)  provided  detailed  examiner  guid¬ 
ance  and  specific  examination  procedures. 

•  Advisory  Letter  94-2,  "Purchases  of  Structured 
Notes”  (July  1994)  cautioned  banks  (primarily 
less  sophisticated  small  banks)  about  the 
market  and  liquidity  risks  associated  with  cer¬ 
tain  structured  notes. 

In  addition,  last  month  we  issued  Advisory  Letter  95-1 , 
"Interest  Rate  Risk"  (February  1995),  which  cautioned 
banks  that  the  growing  complexity  of  many  commercial 
banking  activities  and  changes  in  the  interest  rate 
environment  present  new  challenges  for  prudent  inter¬ 
est  rate  risk  management.  However,  it  is  important  to 
note  that,  as  a  supervisory  matter,  the  OCC  still  con¬ 
siders  credit  risk,  and  recent  declines  in  credit  quality, 
lending  covenants,  and  underwriting  standards  to  be 
the  most  significant  risk  faced  by  U.S  banks 

Our  supervisory  guidance  is  consistent  with  the  advice, 
recommendations,  and  guidance  issued  by  the  Federal 
Reserve  and  other  U  S  federal  financial  regulatory 
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agencies,  as  well  as  the  Group  of  Thirty's  recommen¬ 
dations  released  in  July  1993. 

The  advisory  on  structured  notes  (which  represented  a 
departure  from  our  general  approach  of  addressing 
and  supervising  types  of  risk  rather  than  specific 
products  or  activities)  was  echoed  by  the  other  bank 
regulatory  agencies. 

Rather  than  repeat  the  elements  of  our  guidance,  I 
would  like  to  focus  on  what  I  consider  to  be  the  three 
key  features  of  our  guidance  and  the  deficiencies  in 
compliance  with  our  guidance  that  we  have  found  in 
examining  banks  over  the  last  year  and  a  half.  In  light 
of  the  Barings  Bank  failure,  these  key  features  and  our 
concerns  deserve  specific  attention  and  they  cannot 
afford  to  be  overlooked  by  either  you  or  us.  Barings  is 
in  fact,  unfortunately,  a  vindication  of  the  OCC  ap¬ 
proach  to  risk  management,  and  the  position  that  ISDA 
has  taken  for  years,  that  risk  is  risk  no  matter  how  it 
arises  and  that  in  this  area  a  regulatory  approach  that 
focuses  on  specific  products  is  misguided. 

There  are  three  key  elements  of  our  guidance:  senior 
management  and  board  oversight:  establishment  of 
prudent  market  and  credit  risk  limits;  and  maintaining 
risk  management  units  that  are  independent. 

We  have  observed  some  deficiencies  in  risk  manage¬ 
ment  in  five  areas: 

1.  Senior  management  and  the  board 

•  First,  there  is  a  need  for  further  development  of 
independent  risk  management  systems  and 
adequate  audit  coverage; 

•  Second,  some  banks  do  not  have  adequate, 
comprehensive  written  policies  with  respect  to 
the  bank's  risk  management  philosophy  and 
systems  (this  is  of  special  concern  because 
such  policies  not  only  help  to  establish  the 
bank's  philosophy  and  risk  management  pro¬ 
cedures,  but  also  help  to  communicate  the 
philosophy  and  the  procedures  to  the  rest  of 
the  bank). 

2  Market  risk  management 

•  We  have  seen  some  weaknesses  relating 
primarily  to  limited  end-users'  interest  rate  risk 
management  systems. 

3  Valuation  systems 

•  There  is  some  weakness  in  valuation  systems 
used  by  some  dealers  and  active  position- 


takers.  This  weakness  relates  to  independent 
verification  of  market  values  obtained  from 
traders. 

•  Limited  end-users  (investing  in  structured 
notes)  are  sometimes  unable  to  obtain  quotes, 
or  otherwise  obtain  reliable  estimates,  of  the 
value  of  illiquid  instruments. 


4.  Liquidity  risk  management 

•  There  are  some  weaknesses  primarily  relating 
to  lack  of  formalization  of  liquidity  monitoring 
systems  used  by  some  Tier  II  dealers  and 
active  position-takers  (however,  we  do  not  con¬ 
sider  this  weakness  to  be  of  high  concern). 

5.  Netting  systems 

•  Some  active  position-takers  and,  not  surpris¬ 
ingly,  most  limited  end-users,  do  not  have  the 
operational  systems  to  perform  the  netting  of 
contracts  and  positions. 

We  will  closely  watch  how  banks  address  these 
deficiencies  in  upcoming  examinations.  As  dealers, 
you  should  also  be  concerned  about  these  deficien¬ 
cies;  as  end-users  have  become  increasing  concerned 
about  the  creditworthiness  of  dealers,  the  implementa¬ 
tion  of  proper  internal  controls  by  dealers  (which  ad¬ 
dress  these  deficiencies)  and  their  ability  to  control 
litigation  and  reputation  risk  will  become  important 
factors  in  their  ability  to  maintain  and  attract  business. 

Sales  Practices 

I  would  like  to  turn  my  attention  for  just  a  few  minutes 
to  the  issue  of  sales  practices.  In  light  of  the  losses 
suffered  during  the  past  year  by  many  U.S.  corpora¬ 
tions  as  well  as  pension  plans,  municipalities,  and 
money  market  and  mutual  funds,  this  has  become  one 
of  the  most  politically  charged  issues  in  the  United 
States.  The  general  issue  is  in  fact  sales  practices, 
including  the  amount  and  quality  of  information  given 
by  dealers  to  their  counterparties;  the  specific  issue, 
and  the  one  that  has  generated  the  most  industry 
concern,  is  very  obviously  suitability.  Last  November,  I 
appeared  before  the  U.S.  Commodity  Futures  Trading 
Commission's  Financial  Products  Advisory  Committee. 

I  thought  it  might  be  useful  to  repeat  what  I  said  there, 
as  my  comments  continue  to  reflect  the  OCC's  position 
on  these  important  issues. 

Section  C 1  of  OCC's  Banking  Circular  277  requires  that, 
prior  to  entering  into  a  derivatives  transaction  with  a 
counterparty,  a  dealer  bank  should  make  an  assess- 


ment  as  to  whether  the  particular  transaction  is  consis¬ 
tent  with  its  counterparty's  policies  and  procedures  for 
engaging  in  derivatives  transactions  as  they  know  them 
to  be. 

Section  Cl  is  not  a  suitability  rule.  We  acknowledge  that 
it  comes  very  close,  but  there  are  several  ways  in  which 
Cl  is  distinguishable  from  the  suitability  rule  applicable 
to  U.S.  broker/dealers.  First  and  foremost,  the  motiva¬ 
tion  behind  that  particular  element  of  our  guidance  is 
not  customer  protection,  but  rather  ensuring  that  banks 
are  conducting  all  of  their  activities  in  a  safe  and  sound 
manner.  In  our  view,  a  bank  customer  that  engages  in 
a  transaction  that  is  inconsistent  with  its  policies  and 
procedures,  that  it  does  not  understand,  or  that  is 
otherwise  inappropriate  for  it,  poses  a  credit  risk  to  a 
bank  because  that  customer  may  not  completely  un¬ 
derstand  its  obligations  and,  therefore,  may  be  un¬ 
able  to  anticipate  and  plan  for  the  risks  these 
obligations  entail.  If  that  customer  defaults  on  the 
transaction,  there  is  a  greater  potential  for  litigation 
and  damage  to  the  bank’s  reputation  than  might 
otherwise  be  the  case. 

At  this  point,  we  are  talking  to  the  other  bank  regulators 
in  an  attempt  to  establish  a  consistent  standard  with 
respect  to  the  obligations  of  dealer  banks  toward  their 
customers  for  off-balance  sheet  derivatives  transac¬ 
tions.  However,  this  is  not  a  priority  at  this  time. 

We  are  not  currently  developing  a  suitability  rule  that 
would  apply  to  such  transactions.  In  our  view,  the 
imposition  of  a  suitability  rule  on  dealer  banks  with 
respect  to  these  transactions  would  represent  a  fun¬ 
damental  change  in  the  relationship  between  a  bank 
and  its  customers,  and  would  clearly  have  implications 
beyond  derivatives.  These  transactions,  similar  to  other 
bank  services  and  transactions,  such  as  loans, 
deposits,  and  letters  of  credit,  are  entered  into  on  a 
principal-to-principal  basis.  The  bank  does  not  act  as 
broker  to  or  agent  for  the  customer;  the  bank  is  not 
selling  an  obligation  (or  the  equity)  of  another  party  to 
its  customer  as  an  asset;  the  bank  is  not  considered  a 
fiduciary  of  the  customer.  Similar  to  other  bank  products 
and  services,  in  off-balance  sheet  derivative  transac¬ 
tions,  the  bank  and/or  the  customer  have  ongoing 
obligations  to  each  other,  which  may  extend  for  a 
considerable  period  of  time. 


Bank  regulators  have  not  imposed  a  suitability  require¬ 
ment  on  banks  with  respect  to  other  bank  proaucts  and 
services.  For  instance,  when  a  bank  makes  a  loan  to  a 
customer,  bank  regulators  do  not  require  that,  in  order 
to  protect  the  customer,  the  bank  determine  that  the 
loan  is  suitable  for  the  customer.  However,  bank 
regulators  do  expect  that,  as  part  of  its  credit  analysis 
a  bank  will  determine  that  the  terms  of  the  loan,  includ- 
ing  the  amount,  the  interest  rate  and  the  covenants,  are 
understood  by  the  borrower  and  that  the  borrower  can 
in  fact  repay  the  loan.  This  analysis  is  undertaken  in 
order  to  protect  the  assets  of  the  bank,  not  those  of  the 
customer.  Failure  to  perform  such  an  analysis  when 
extending  credit  would  be  an  indication  that  the  bank 
is  not  conducting  its  activities  in  a  safe  and  sound 
manner. 

The  application  of  a  suitability  rule  to  dealer  banks'  off- 
balance  sheet  derivatives  transactions  would  raise  the 
question  of  why  such  a  rule  should  not  be  applicable 
to  other  transactions  by  a  bank  with  its  customers  or  to 
all  new  bank  products  and  services  that  mav  be 
developed  in  the  future.  At  the  OCC,  we  do  not  currently 
believe  that  it  is  necessary  to  make  such  a  fundamental 
change  in  the  relationships  between  banks  and  their 
customers  or,  more  specifically,  in  the  obligations  of 
banks  toward  their  customers.  We  will  continue  to  study 
this  issue.  If  we  find  that  national  banks  are  not  following 
the  guidance  contained  in  section  Cl,  either  to  their 
own  detriment  or  the  detriment  of  their  customers,  we 
will  review  our  position. 

To  that  end,  we  have  just  commenced  a  targeted  review 
of  five  of  the  multinational  banks  that  we  supervise  and 
the  workpapers  of  our  examiners,  to  determine  how 
these  banks  are  going  about  complying  with  the  ap¬ 
propriateness  standards  in  section  Cl.  We  already 
know  that  these  banks  are  substantially  complying  with 
Cl  standards.  What  we  are  seeking  is  more  detail  as  to 
how  they  are  complying. 

We  have  tried  to  work  closely  with  ISDA  and  its  member 
banks  in  the  past  in  developing  our  policy  and 
guidance,  and  we  believe  we  have  done  so  success¬ 
fully.  We  hope  to  continue  this  very  valuable  relationship 
in  the  future. 
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Interpretatations 


653 — January  1995 

Mr.  Frank  H.  Reeves 
Senior  Vice  President  and 
Senior  Counsel 
First  American  National  Bank 
721  First  American  Center 
Nashville,  TN  37237-0721 

Re:  First  American  National  Bank,  Nashville, 

Tennessee  —  Proposed  Operating  Subsidiary  — 
Control  No.  93-SE-08-015 

Dear  Mr.  Reeves: 

This  is  in  response  to  your  notice  pursuant  to  12  CFR 
5.34  (“notice”),  proposing  that  First  American  National 
Bank,  Nashville,  Tennessee,  establish  an  operating 
subsidiary,  called  First  American  Network,  Inc.,  to  “act 
as  an  informational  and  payments  interface  between 
insurance  underwriters,  on  one  hand  and  general  in¬ 
surance  agencies  and  their  individual  agents,  on  the 
other."  Since  the  operating  subsidiary  will  not  “sell  or 
otherwise  market  insurance  policies  to  potential  policy 
holders,  nor  will  it  represent  underwriters  in  selling  or 
dealing  with  policy-holders,"  it  will  not  be  an  insurance 
agent  or  broker.  The  operating  subsidiary  will  be  100 
percent  owned  by  the  bank. 

Your  notice,  at  page  two,  identified  several  specific 
activities  that  the  subsidiary  would  engage  in: 

(a)  Providing  information  and  consulting  services 
to  the  general  agency  in  negotiating  contracts 
with  .  .  .  underwriters; 

(b)  Collecting  commissions  from  the  underwriters 
and  making  appropriate  disbursements; 

(c)  Providing  periodic  reports  to  the  general 
agency  concerning  insurance  sales  by  its  individ¬ 
ual  agents  and  maintaining  records  pertaining 
thereto;  [and] 

(d)  Disbursing  supplies  (such  as  policy  applica¬ 
tions)  and  information  authorized  by  nonaffiliated 
insurers  concerning  their  policies  to  the  individual 
agents  on  behalf  of  the  general  agency. 

Additionally,  you  indicated  that  this  subsidiary  "could 
act  as  an  intermediary  between  issuers  of  financial 
instruments  generally  and  the  sellers  of  such  instru¬ 
ments”  but  noted  that  its  "initial  activities  will  be  limited 


to  the  insurance  field.”  Id.  Based  upon  the  material 
submitted  to  the  Office  of  the  Comptroller  of  the  Cur¬ 
rency  (OCC),  I  conclude  that  the  activities  proposed  for 
the  operating  subsidiary  are  activities  authorized  by  12 
U.S.C.  24(Seventh)  as  a  part  of,  or  incidental  to,  the 
business  of  banking. 

1.  Analysis 

National  bank  operating  subsidiaries  are  authorized  to 
“engage  in  activities  which  are  a  part  of  or  incidental  to 
the  business  of  banking  by  means  of  an  operating 
subsidiary  corporation."  12  CFR  5.34(c).  The  activities 
proposed  for  the  operating  subsidiary  involve  finders 
services,  data  and  financial  processing  services,  and 
payment  services.  These  activities  have  all  been  ap¬ 
proved  for  national  banks  and  their  operating  subsidi¬ 
aries  in  the  past. 

Acting  as  Finder —  12  CFR  7.7200 

National  banks  have  long  enjoyed  the  ability  to  act  as 
finder  of  insurance  services  pursuant  to  12  CFR  7.7200. 
This  section  allows  national  banks  to  bring  together  a 
buyer  and  a  seller.  Pursuant  to  7.7200’s  authority,  the 
OCC  has  “'historically  permitted  national  banks  to 
make  inquiries  as  to  interest,  arrange  a  meeting  of  the 
interested  parties,  and  provide  information  pertinent  to 
the  meeting  of  the  buyer  and  seller.'"  Interpretative 
Letter  472,  reprinted  in  [1989-1990  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  83,008,  at  71 ,1 1 1  (Mar. 

2,  1989)  (quoting  Letter  from  James  Kane,  District 
Counsel,  Central  District  Office  (Oct.  24,  1985  —  un¬ 
published)). 

Under  the  bank’s  proposal,  the  operating  subsidiary 
would  be  acting  as  a  finder  of  insurance  products  that 
would  in  turn  be  offered  by  insurance  agencies  to  their 
clients.  The  bank's  notice  indicated  the  subsidiary 
would  "provid[e]  information  and  consulting  services  to 
the  general  agency  in  negotiating  contracts  with  nonaf¬ 
filiated  underwriters."  In  addition,  the  operating  subsidi¬ 
ary  will  provide  toll-free  in-WATS  service  for  agencies 
and  their  agents  to  facilitate  "[disbursing  supplies  .  .  . 
and  information  ...  to  the  individual  agents  on  behalf 
of  the  general  agency." 

Providing  information  is  one  of  the  fundamental  activi¬ 
ties  of  a  finder.  Consulting  is  also  permissible  where  it 
consists  of  supplying  one  party  with  financial  advice, 
including  credit  analyses,  recommendations,  and  ap¬ 
praisals.  Letter  from  David  Barris,  Regional  Counsel 
(April  7,  1982).  Further,  the  finder  authority  also  pro¬ 
vides  the  basis  for  approving  the  operating  subsidiary's 
answering  questions  for  agency  staff  and  distributing 
approved  sales  material.  Both  of  these  activities  are 
part  of  carrying  out  the  finder's  activity  convm  ng 
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information  about  a  available  products  or  services  to 
potential  markets  for  them  —  the  insurance  agents. 

Financial  Processing  and  Data  Processing — 12  CFR  7.3500 

The  OCC  has  long  held  that  a  national  bank  may  collect, 
transcribe,  process,  analyze,  and  store  for  itself  and 
others,  banking,  financial,  or  related  economic  data. 
See  12  CFR  7.3500.  In  the  present  case,  the  bank 
estimates  that  50  percent  of  the  operating  subsidiary’s 
activities  will  be  composed  of  keeping  financial  and 
other  records  or  reports  related  to  the  client  agencies’ 
sales,  receipts,  and  disbursements.  The  subsidiary  will 
be  able  to  use  this  information  to  create  various  reports 
for  its  clients  for  marketing  and  negotiation  purposes. 
These  activities  will  involve  the  operating  subsidiary’s 
providing  financial  processing  services  to  its  clients 
and  therefore  are  permissible. 

Along  with  the  financial  information  related  to  individual 
agents,  the  operating  subsidiary  will  maintain  informa¬ 
tion  on  each  agent’s  license  appointments,  and  send 
appointment  renewal  reminders  to  agents  as  neces¬ 
sary.  Agents  must  be  licensed  for  each  product  and 
company  in  every  state  where  they  sell  such  products. 
Agents  may  find  maintaining  these  licensing  require¬ 
ments  complex  and  cumbersome  as  the  number  of 
products  they  are  selling  increases.  For  the  operating 
subsidiary,  however,  which  will  be  maintaining  a  data 
base  of  information  on  each  agent’s  affiliations  with  third 
party  insurance  companies  for  commission  calculation 
purposes,  it  will  be  a  simple  matter  of  maintaining  one 
more  piece  of  information  in  each  agent’s  file.  The 
information  is  important  to  the  operating  subsidiary  in 
its  role  as  a  finder,  in  that  whether  or  not  an  agent  is  able 
to  sell  a  product  depends  on  license  status.  This  infor¬ 
mation  is  therefore  banking,  financial,  or  related  eco¬ 
nomic  data.  As  such,  the  subsidiary  is  allowed  to  keep 
the  records  related  to  license  appointments. 

Even  if  the  information  on  license  appointments  is  not 
viewed  as  strictly  banking,  financial  or  related  eco¬ 
nomic  information,  the  operating  subsidiary’s  proposed 
activity  regarding  this  information  is  permissible.  The 
OCC  has  in  the  past  allowed  national  banks  and  their 
operating  subsidiaries  to  offer  products  and  services  to 
clients  that  would  not  ordinarily  be  considered  part  of 
a  banking  business,  where  the  product  or  service  was 
offered  as  part  of  a  larger  product  or  service.  For 
example,  national  banks  and  their  operating  subsidiar¬ 
ies  have  long  been  able  to  sell  computer  hardware  and 
soft //are  to  their  data  processing  clients.  See  Interpre¬ 
tive  Letter  345  (July  9,  1985),  reprinted  in  (1985-1987 
Transfer  Binder]  Fed  Banking  L  Rep.  (CCH)  H  85,515 
at  77.799  In  Interpretive  Letter  354,  the  sale  of  com¬ 
puter  hardware  was  authorized  under  two  different 
rationales  Computer  hardware  used  solely  for  corre¬ 


spondent  banking  services  is  indistinguishable  from 
the  package  of  correspondent  banking  services,  and 
its  sale  as  part  of  the  package  was  authorized  as  a 
correspondent  service  under  section  24(Seventh).  On 
the  other  hand,  the  sale  of  computer  hardware  that 
would  be  used  for  purposes  beyond  the  services  pro¬ 
vided  by  a  bank  was  not  merely  part  of  the  permissible 
banking  activity.  Its  sale  was  permitted  as  "incidental 
to  the  permitted  services  when  the  inclusion  of  hard¬ 
ware  is  necessary,  convenient,  or  useful  to  providing 
the  permitted  services  and  the  hardware  is  subordinate 
to  the  permitted  services  in  the  package  taken  as  a 
whole.”  Id.  at  77,801. 

In  this  case,  maintaining  the  license  appointments  re¬ 
cords  is  necessary,  convenient,  and  useful  for  provid¬ 
ing  the  bank-permissible  services.  As  stated  above,  the 
operating  subsidiary  must  know  this  information  to  de¬ 
termine  whether  a  given  agent  can  sell  a  particular 
product,  which  is  necessary  and  useful  information 
when  the  operating  subsidiary  is  acting  as  a  finder. 

In  addition,  while  an  integral  part  of  the  overall  service  the 
subsidiary  will  market  to  insurance  companies  and  their 
agents,  this  aspect  of  the  subsidiary’s  activities  is  very 
minor  in  relation  to  the  overall  operation.  Therefore,  even 
if  licensing  appointment  data  is  not  considered  banking, 
financial ,  or  related  economic  data,  the  operating  subsidi¬ 
ary  may  keep  records  of  individual  agent’s  licensing 
information  as  part  of  its  data-processing  and  record¬ 
keeping  functions,  and  provide  the  agents  with  the  infor¬ 
mation  necessary  to  maintain  appropriate  licenses. 

Payments  Intermediary 

The  operating  subsidiary  will  facilitate  the  collection  of 
commissions  from  insurance  underwriters,  disburse 
these  commissions  to  both  the  various  client  insurance 
agencies  and  the  agencies'  individual  agents.  Actual 
deposit  taking  and  payment  activities  will  be  done  by 
the  bank;  the  operating  subsidiary  will  act  to  direct 
these  activities  on  behalf  of  its  clients.  These  activities 
are  very  similar  to  the  lock  box  activities  that  banks  have 
traditionally  performed,  and  which  have  been  recog¬ 
nized  by  both  the  OCC  and  the  courts  as  banking  or 
financial  services.  See  Letter  from  Coreen  Arnold,  Sen¬ 
ior  Attorney,  Central  District  Office,  to  Rolland  Kelley  at 
2  (June  30,  1988)  (unpublished  —  citing  U.S.  v.  Phila¬ 
delphia  Nat'l Bank,  374  U.S.  321 , 327  n.5  (1963)).  Since 
the  operating  subsidiary  will  be  acting  to  facilitate  what 
is  essentially  a  lock  box  operation  by  the  bank,  these 
activities  are,  in  my  opinion,  financial  in  nature. 

II.  Conclusion 

All  of  the  activities  described  in  your  notice  and  supple¬ 
ments  dated  January  3  and  14,  1994,  February  7,  1994, 
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March  10, 1994,  and  October  31, 1994,  are  permissible 
under  the  authority  of  12  U.S.C.  24(Seventh)  because 
they  are  either  a  part  of,  or  incidental  to,  the  business 
of  banking.  The  proposed  operating  subsidiary  is  there¬ 
fore  authorized  to  engage  in  the  activities  described  in 
the  notice. 

Frank  Maguire 

Senior  Deputy  Comptroller 

Corporate  Activities  and  Policy  Analysis 

★  ★  * 


654 — February  1995 

James  L.  Mitchell 
Executive  Vice  President 
General  Counsel  and  Secretary 
First  Fidelity  Bankcorporation 
550  Broad  Street 
Newark,  NJ  07102 

Re:  Directors’  Residency  Requirement  under 
12  U.S.C.  72 

Dear  Mr.  Mitchell: 

This  is  in  response  to  the  letter  dated  October  13,1 994, 
from  Stephen  J.  Antal,  Senior  Counsel,  Corporate  and 
Regulatory,  First  Fidelity  Bankcorporation,  to  the  North¬ 
eastern  District.  The  letter  provided  supplementary  in¬ 
formation  to  the  applications  of  First  Fidelity 
Bankcorporation  to  relocate  its  head  office  to  Elkton, 
Maryland,  and  to  merge  the  Bank  of  Baltimore  with  and 
into  First  Fidelity  Bank,  National  Association  ("bank"). 
The  bank  has  indicated  its  intention  to  retain  its  existing 
board  of  directors  who  reside  in  New  Jersey,  Pennsyl¬ 
vania,  and  Connecticut.  The  letter  raises  the  question 
whether  a  majority  of  the  bank’s  board  of  directors  will 
meet  the  requirements  for  qualification  set  forth  in  12 
U.S.C.  72.  The  bank  suggests  that  the  phrase  "the 
state. . .  in  which  the  association  is  located"  in  1 2  U.S.C. 
72  should  be  construed  to  refer  to  each  state  in  which 
a  national  bank  has  a  main  office  or  a  branch. 

Twelve  U.S.C.  72,  as  recently  amended  by  section  313 
of  the  Riegle  Community  Development  and  Regulatory 
Improvement  Act  of  1994,  PL.  103-325, 108Stat.  2160, 
("RCDRIA")  currently  provides,  in  relevant  part,  that: 

.  .  .at  least  a  majority  of  the  directors  must  have 
resided  in  the  State,  Territory,  or  District  in  which 
the  association  is  located,  or  within  one  hundred 
miles  of  the  location  of  the  office  of  the  associa¬ 
tion,  for  at  least  one  year  immediately  preceding 


their  election,  and  must  be  residents  of  such  State 
or  within  a  one-hundred-mile  territory  of  the  loca¬ 
tion  of  the  association  during  their  continuance  in 
office.  .  .  . 

12  U.S.C.  section  72.  There  is  no  definition  of  the  terms 
“located”  or  "location." 

There  is  no  reference  to  the  residency  requirements  of 
section  72  in  the  legislative  history  of  the  National  Bank 
Act.  However,  Congress  has  amended  this  section 
several  times  to  lower  the  threshold  residence  require¬ 
ment  and  raise  the  geographic  limitation.  On  none  of 
these  occasions  did  Congress  address  the  issue  of 
what  the  terms  "located"  or  "location"  mean  for  pur¬ 
poses  of  section  72.  The  most  recent  amendment  re¬ 
vised  section  72  to  provide  that  a  majority,  rather  than 
two-thirds,  of  the  board  of  directors  of  a  national  bank 
must  reside  in  the  state  in  which  the  bank  is  located. 
The  title  of  the  section  of  RDCRIA  which  amended 
section  72,  "[flexibility  in  choosing  board  of  directors," 
indicates  Congress's  continued  desire  to  increase  the 
flexibility  of  national  banks  in  choosing  directors. 

The  original  rationale  for  residency  requirements  was, 
as  one  court  has  suggested,  that  bank  customers 
would  trust  bank  management  who  lived  in  close  prox¬ 
imity  to  the  bank.  See  First  National  Bank  of  Concord  v. 
Hawkins,  174  U.S.  364  (1899).  The  rationale  set  forth 
by  this  court  supports  an  interstate  definition.  Since  the 
purpose  of  the  statute  is  to  ensure  that  a  national  bank 
has  a  board  of  directors  comprised  of  individuals  who 
live  in  the  community,  if  a  national  bank  operates  inter¬ 
state,  the  “community"  has  expanded  to  encompass  all 
of  the  states  in  which  the  bank  operates. 

The  OCC  has  concluded  that  a  national  bank  with 
offices  in  more  than  one  state  is  "located  in  each  state 
for  the  purpose  of  mergers  with  other  banks  in  that  state 
under  12  U.S.C.  215a  (mergers)  or  12  U.S.C.  215 
(consolidations).  See  OCC  NationsBank/Maryland  Na¬ 
tional  Decision  (Parts  ll-B-2  and  III)  (OCC  Corporate 
Decision  No.  94-05,  February  4,  1994);  OCC  First  Fidel¬ 
ity/New  Jersey  Decision  (Parts  ll-B-2  and  III)  (OCC 
Corporate  Decision  No.  94-04,  January  10,  1994.  See 
also  Seattle  Trust  &  Savings  Bank  v.  Bank  of  California, 
N.A.,  492  F.  2d  48,  51  (9th  Cir.  1974),  cert,  denied,  419 
U.S.  844  (1974)  (An  interstate  bank  is  "situated"  in  each 
state  in  which  it  has  offices  for  purposes  of  establishing 
additional  branches  under  the  McFadden  Act,  12 
U.S.C.  36(c)).  Similarly,  it  is  reasonable  to  conclude  that 
the  terms  "located"  or  "location”  in  section  72  means 
that  an  interstate  national  bank  is  "located”  in  each 
state  in  which  it  maintains  a  banking  office. 

Based  on  the  above,  we  conclude  that  the  bank  is 
located  for  section  72  purposes  in  all  of  the  stator  ir> 
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which  it  has  a  main  or  branch  office.  If  you  have  any 
questions,  please  contact  Susan  L.  Blankenheimer, 
Senior  Attorney,  Bank  Activities  and  Structure  Division 
at  (202)  874-5300. 

Eric  Thompson 
Director 

Bank  Activities  &  Structure 
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Mergers  —  January  1  to  March  31,1 995 


Mergers  consummated  involving  two  or  more  nonaffiliated  operating  national  banks 

Page 


California 

March  31 : 

First  Pacific  National  Bank,  Escondido,  California,  and 
Overland  Bank,  Temecula,  California 

Merger .  81 

Georgia 

January  31: 

Peachtree  City  National  Bank,  Peachtree  City,  Georgia,  and 
Peach  State  Bank,  Riverdale,  Georgia 

Merger .  81 

Iowa 

January  26: 

Hawkeye  Bank  of  Pella,  National  Association,  Pella,  Iowa,  and 

Taintor  Savings  Bank,  New  Sharon,  Iowa 

Merger .  81 

Kansas 

January  3: 

The  Girard  National  Bank,  Girard,  Kansas,  and 

The  Bucklin  State  Bank,  Bucklin,  Kansas,  and 

The  Farmers  State  Bank,  Offerle,  Kansas 

Merger .  81 

Louisiana 

December  31,  1994: 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
First  State  Bank  and  Trust  Company,  Bogalusa,  Louisiana 


Merger .  81 

February  17: 

First  National  Bank  of  Commerce,  New  Orleans,  Louisiana,  and 
First  Bank,  Slidell,  Louisiana 

Merger .  82 

February  17: 

The  First  National  Bank  of  Lafayette,  Lafayette,  Louisiana,  and 
City  Bank  and  Trust  Company,  New  Iberia,  Louisiana 

Merger .  82 

March  1: 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
American  Bank,  Norco,  Louisiana 

Merger .  82 


Massachusetts 

January  27: 

Fleet  Bank  of  Massachusetts,  National  Association,  Boston, 
Massachusetts,  and 

New  Bedford  Institution  for  Savings,  New  Bedford, 
Massachusetts,  and 

Merger .  82 

New  Jersey 

January  14: 

NatWest  Bank,  National  Association,  Jersey  City,  New  Jersey, 
and 

The  Central  Jersey  Bank  and  Trust  Company,  Feehold 
Township,  New  Jersey 

Merger  .  82 
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February  28: 

Valley  National  Bank,  Passaic,  New  Jersey,  and 

American  Union  Bank,  Union,  New  Jersey 

Merger .  82 

Ohio 

December  2,  1994: 

PNC  Bank  Ohio,  National  Association,  Cincinnati,  Ohio,  and 

The  Brentwood  Savings  Assocition.  Cincinnati,  Ohio 

Merger .  83 

Oklahoma 

February  3: 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 
Security  Bank  and  Trust  Company.  Blackwell,  Oklahoma 
Merger .  83 

Pennsylvania 

March  1: 

The  Miners  National  Bank,  Pottsville,  Pennsylvania,  and 
The  Schuylkill  Haven  Trust  Company,  Schuylkill  Haven, 
Pennsylvania 

Merger .  83 

Tennessee 

February  24: 

First  Tennessee  Bank,  National  Association,  Memphis, 
Tennessee,  and 

Community  First  Bank,  Germantown,  Tennessee 

Merger .  83 

Texas 

December  8.  1994: 

Surety  Bank,  National  Association,  Lufkin,  Texas,  and 
First  National  Bank,  Whitesboro,  Texas 

Merger .  83 

January  9: 

First  Interstate  Bank  of  Texas,  National  Association,  Houston, 
Texas,  and 

Bank  of  North  Texas,  National  Association,  North  Richland 
Hills,  Texas 

Merger .  83 

February  3: 

Fidelity  Bank,  National  Association,  University  Park,  Texas,  and 
EastPark  National  Bank,  Dallas,  Texas 

Merger .  84 

March  10: 

Bank  One  Texas,  National  Association,  Dallas,  Texas,  and 
First  Bank,  Coppell,  Texas 

Merger .  84 
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Mergers  consummated  involving  nonaffiliated  national  banks  and  savings  and  loan  associations 
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Rhode  Island 

March  3 

Fleet  National  Bank.  Providence,  Rhode  Island,  and 
Plaza  Home  Mortgage  Bank,  F  S  B  ,  Santa  Ana 
Rhode  Island 

Merger  .  84 

Oklahoma 

January  6 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma,  and 
Stillwater  Federal  Savings  Bank,  Stillwater,  Oklahoma 
Merger  .  84 
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Washington 

January  7: 

First  Interstate  Bank  ot  Washington,  National  Association, 
Seattle,  Washington,  and 
University  Savings  Bank,  Seattle,  Washington 
Merger .  84 


Mergers  consummated  involving  two  or  more  affiliated  operating  banks 
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Alabama 

January  13: 

SouthT rust  Bank  of  Alabama,  National  Association , 

Birmingham,  Alabama,  and 
SouthTrust  Bank,  Auburn,  Alabama,  and 
SouthTrust  Bank  of  the  Quad  Cities,  Florence,  Alabama,  and 
SouthTrust  Bank  of  Selma,  National  Association,  Selma, 
Alabama,  and 

SouthTrust  Bank  of  Randolph  County,  National  Association, 
Roanoke,  Alabama,  and 

SouthTrust  Bank  of  Talladega  County,  Sylacauga,  Alabama, 
and 

SouthTrust  Bank  of  Walker  County,  Jasper,  Alabama,  and 
SouthTrust  Bank  of  Dothan,  National  Association,  Dothan, 
Alabama,  and 

SouthTrust  Bank,  National  Association,  Montgomery,  Alabama, 
and 

SouthTrust  Bank  of  Mobile,  Mobile,  Alabama,  and 
SouthTrust  Bank  of  Huntsville,  National  Association,  Huntsville, 
Alabama,  and 

SouthTrust  Bank  of  Calhoun  County,  National  Association, 
Anniston,  Alabama,  and 

SouthTrust  Bank  of  Etowah  County,  National  Association, 
Gadsden,  Alabama,  and 

SouthTrust  Bank  of  Covington  County,  National  Association, 
Opp,  Alabama,  and 

SouthTrust  Bank  Marshall  County,  National  Association,  Boaz, 
Alabama,  and 

SouthTrust  Bank  of  Baldwin  County,  Bay  Minette,  Alabama,  and 
SouthTrust  Bank  of  Cullman,  National  Association,  Cullman, 
Alabama,  and 

SouthTrust  Bank  of  Morgan  County,  Hartselle,  Alabama,  and 
SouthTrust  Bank  of  Central  Alabama,  Alexander  City,  Alabama, 
and 

SouthTrust  Bank  of  Tuscaloosa  County,  National  Association, 
Tuscaloosa.  Alabama,  and 

SouthTrust  Bank  of  Marion  County,  Hamilton,  Alabama,  and 
SouthTrust  Bank  of  Coffee  County,  Elba,  Alabama,  and 
SouthTrust  Bank  of  Ozark,  Ozark,  Alabama 
Merger  .  85 

Arizona 

December  19 

Norwest  Bank  Arizona,  National  Association.  Phoenix,  Arizona 
and 

Bank  of  Scottsdale  Scottsdale,  Arizona 

Merger  85 


Colorado 

January  1 : 

Bank  One  Denver,  National  Association,  Denver,  Colorado,  and 
Bank  One  Colorado  Springs,  N.A.,  Colorado  Springs, 

Colorado,  and 

Bank  One  Fort  Collins/Loveland,  N.A.,  Loveland,  Colorado,  and 
Bank  One  Greeley,  N.A.,  Greeley,  Colorado,  and 
Bank  One  Western  Colorado,  N.A.,  Salida,  Colorado,  and 
Bank  One  Boulder,  N.A.,  Boulder,  Colorado 

Merger .  86 

January  1 : 

Norwest  Bank  Colorado,  National  Association,  Denver, 

Colorado,  and 

Norwest  Bank  Academy  Place,  N.A.,  Colorado  Springs, 
Colorado,  and 

Norwest  Bank  of  Aspen,  N.A.,  Aspen,  Colorado,  and 
Norwest  Bank  Boulder,  N.A.,  Boulder,  Colorado,  and 
Norwest  Bank  Brighton,  N.A.,  Brighton,  Colorado,  and 
Norwest  Bank  Colorado  Springs,  N.A.,  Colorado  Springs, 
Colorado,  and 

Norwest  Bank  Colorado  Springs — East,  N.A.,  Colorado 
Springs,  Colorado,  and 

Norwest  Bank  Delta,  N.A.,  Delta,  Colorado,  and 
Norwest  Bank  Durango.  N.A.,  Durango,  Colorado,  and 
Norwest  Bank  Fort  Collins,  N.A.,  Fort  Collins,  Colorado,  and 
Norwest  Bank  Fort  Collins — South,  N.A.,  Fort  Collins,  Colorado, 
and 

Norwest  Bank  Garden  of  the  Gods,  N.A.,  Colorado  Springs, 
Colorado,  and 

Norwest  Bank  Greeley,  N.A.,  Greeley,  Colorado,  and 
Norwest  Bank  Ignacio,  N.A.,  Ignacio,  Colorado,  and 
Norwest  Bank  LaSalle,  N.A.,  LaSalle,  Colorado,  and 
Norwest  Bank  Longmont,  N.A.,  Longmont,  Colorado,  and 
Norwest  Bank  Montrose,  N.A.,  Montrose,  Colorado,  and 
Norwest  Bank  Pueblo,  N.A.,  Pueblo,  Colorado,  and 
Norwest  Bank  Steamboat  Springs,  N.A.,  Steamboat  Springs, 
Colorado,  and 

Norwest  Bank  Sterling,  N.A  ,  Sterling,  Colorado,  and 
Norwest  Bank  Sunset  Park,  N  A.,  Pueblo,  Colorado 

Merger .  86 

March  20: 

Norwest  Bank  Colorado,  National  Association,  Denver, 
Colorado,  and 

The  Ken-Caryl  Bank,  Littleton,  Colorado 

Merger .  86 

Georgia 

January  1 

Trust  Company  Bank  of  Northeast  Georgia.  National 
Association,  Athens,  Georgia,  and 
Trust  Company  Bank  of  North  Georgia,  Gainesville.  Georgia 
Merger  87 
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Illinois 

December  12,  1994: 

Firstar  Bank  West,  National  Association,  Naperville,  Illinois,  and 

Firstar  bank  DuPage.  Glen  Ellyn,  Illinois 

Merger .  87 

December  31,  1994: 

First  of  America  Bank — Northeast  Illinois.  National  Association, 
Libertyville,  Illinois,  and 

First  of  America  Bank — Metro  Southwest,  N.A.,  Kankakee, 
Illinois,  and 

First  of  America  Bank — North  Central  Illinois,  N.A.,  Rockford, 
Illinois,  and 

First  of  America  Bank — Champion,  N.A..  Bloomington,  Illinois, 
and 

First  of  America  Bank — Champaign,  N.A.,  Champaign,  Illinois, 
and 

First  of  Amer'ca  Bank — Decatur,  N.A.,  Decatur,  Illinois,  and 

First  of  America  Bank — Illinois,  N.A.,  Peoria,  Illinois,  and 

First  of  America  Bank — Springfield,  N.A..  Springfield,  Illinois, 
and 

First  of  America  Bank— Quad  Cities,  N.A.,  Rock  Island,  Illinois 

Merger .  87 

January  1 : 

First  National  Bank  of  Crystal  Lake,  Crystal  Lake,  Illinois,  and 

Wauconda  National  Bank  and  Trust  Company,  Wauconda, 
Illinois 

Merger .  87 

February  1 : 

Amcore  Bank,  National  Association,  Rock  River  Valley, 

Sterling,  Illinois,  and 

Amcore  Bank,  National  Association,  Dixon,  Dixon,  Illinois 

Merger .  87 


December  3 1 ,  1994: 

Hibernia  National  Bank,  New  Orleans,  Louisiana,  and 
Pioneer  Bank  and  Trust  Company,  Shreveport,  Louisiana 
Merger  90 

Maryland 

March  31 : 

Sequoia  National  Bank,  Bethesda,  Maryland,  and 

Sequoia  National  Bank,  Bethesda,  Maryland 

Merger .  90 

Michigan 

December  3 1 ,  1994: 

First  of  America  Bank— Michigan,  National  Association, 
Kalamazoo,  Michigan,  and 

First  of  America  Bank— Ann  Arbor,  Ann  Arbor,  Michigan,  and 
First  of  America  Bank— Central,  Lansing,  Michigan,  and 
First  of  America  Bank— Mid-Michigan,  National  Association, 

Bay  City,  Michigan,  and 

First  of  America  Bank— Northern  Michigan.  Traverse  City, 
Michigan,  and 

First  of  America  Bank — Southeast  Michigan.  National 
Association,  Detroit,  Michigan,  and 
First  of  America  Bank — Upper  Peninsula,  National  Association. 
Marquette,  Michigan 

Merger .  90 

March  31 : 

First  of  America  Bank — Michigan,  National  Association, 
Kalamazoo,  Michigan,  and 

First  of  America  Bank— West  Michigan.  National  Association, 
Grand  Rapids,  Michigan 

Merger .  90 


Indiana 

January  1 : 

The  Tell  City  National  Bank,  Tell  City,  Indiana,  and 

First  National  Bank  of  Perry  County,  Indiana,  Cannelton,  Indiana 

Merger .  88 

January  27: 

Norwest  Bank  Indiana,  National  Association,  Fort  Wayne, 
Indiana,  and 

Norwest  Bank  La  Porte,  La  Porte,  Indiana 

Merger .  89 

March  10: 

Society  National  Bank  Indiana,  South  Bend,  Indiana,  and 

Citizens  Banking  Company,  Anderson,  Indiana 

Merger .  89 

Kansas 

December  30,  1994: 

The  Citizens  National  Bank  of  Fort  Scott,  Fort  Scott,  Kansas, 
and 

The  Bank  of  Kincaid,  Kincaid,  Kansas 

Merger .  89 

January  1 : 

Central  National  Bank,  Junction  City,  Kansas,  and 
Central  National  Bank  Marion  County,  Marion,  Kansas 

Merger .  89 

February  1 1: 

Intrust  Bank,  National  Association,  Wichita,  Kansas,  and 

Intrust  Bank,  Valley  Center,  Kansas,  and 

Intrust  Bank  Haysville,  N.A.,  Haysville,  Kansas,  and 

Intrust  Bank  Johnson  County,  N.A.,  Prairie  Village,  Kansas,  and 

Intrust  Bank  El  Dorado,  N.A.,  El  Dorado,  Kansas 

Merger .  89 

Louisiana 

December  31,  1994 

Commercial  National  Bank  of  Shreveport,  Shreveport, 

Louisiana,  and 

Louisiana  Bank,  West  Monroe,  Louisiana 

Merger  .  89 


Minnesota 

January  1 : 

Marquette  Bank,  National  Association,  Golden  Valley, 

Minnesota,  and 

Marquette  Bank  Brookdale,  Brooklyn  Center,  Minnesota,  and 
Marquette  Bank  Brooklyn  Park,  Brooklyn  Park,  Minnesota,  and 
Marquette  Bank  Coon  Rapids,  Coon  Rapids,  Minnesota,  and 
Marquette  Bank  Hutchinson,  National  Association,  Hutchinson, 
Minnesota,  and 

Marquette  Bank  Lakeville.  Lakeville,  Minnesota,  and 
Marquette  Bank  Monticello,  Monticello,  Minnesota,  and 
Marquette  Bank  Mound,  Mound,  Minnesota,  and 
Marquette  Bank  New  Hope,  New  Hope,  Minnesota,  and 
Marquette  Bank  New  Prague,  New  Prague,  Minnesota,  and 
Marquette  Bank  Shakopee,  National  Association,  Shakopee, 
Minnesota 

Merger .  91 

January  3: 

American  National  Bank  of  Little  Falls,  Little  Falls,  Minnesota, 
and 

Community  First  State  Bank  of  Paynesville,  Paynesville, 
Minnesota,  and 

Community  First  National  Bank,  Morris,  Minnesota,  and 
Community  First  National  Bank  of  Wheaton,  Wheaton, 

Minnesota 

Merger .  91 

January  3: 

Community  First  National  Bank  of  Fergus  Falls,  Fergus  Falls, 
Minnesota,  and 

Community  First  National  Bank,  Ada,  Minnesota,  and 
Community  First  National  Bank  of  Breckenridge,  Breckenridge, 
Minnesota 

Merger  .  91 

January  3: 

Community  First  National  Bank,  Worthington,  Minnesota,  and 
Community  First  National  Bank  of  Marshall,  Marshall,  Minnesota 
Merger .  91 
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February  17 

Norwest  Bank  Minnesota  Central,  National  Association,  St. 
Cloud,  Minnesota,  and 

Community  State  Bank  of  Alexandria,  Alexandria,  Minnesota 

Merger  .  92 

February  2 1 : 

First  Bank  National  Association,  Minneapolis,  Minnesota,  and 
First  Bank  Fergus  Falls,  N.A.,  Fergus  Falls,  Minnesota,  and 
First  Bank  Grand  Rapids,  N  A.,  Grand  Rapids,  Minnesota,  and 
First  Bank  Maple  Grove,  N  A  ,  Maple  Grove,  Minnesota 
First  Bank  Minneapolis  South,  N.A.,  Minneapolis,  Minnesota, 
and 

First  Bank  St  Cloud,  N.A.,  St.  Cloud,  Minnesota 

Merger  .  92 

Missouri 

February  17: 

Bank  Midwest  of  Kansas,  National  Association,  Kansas  City, 
Missouri,  and 

Bank  Midwest,  National  Association,  Kansas  City,  Missouri 

Merger .  92 

March  10: 

Commerce  Bank  of  Southeast  Missouri,  National  Association, 
Poplar  Bluff,  Missouri,  and 
The  Cotton  Exchange  Bank,  Kennet,  Missouri 
Merger  .  92 

Montana 

February  10: 

Norwest  Bank  Billings,  National  Association,  Billings,  Montana, 
and 

Montana  Bank,  N.A.,  Billings,  Montana,  and 
Norwest  Bank  Anaconda-Butte,  N.A.,  Anaconda,  Montana,  and 
Norwest  Bank  Dillon,  N.A.,  Dillon,  Montana,  and 
Norwest  Bank  Helena,  N.A.,  Helena,  Montana,  and 
Norwest  Bank  Kalispell,  N.A.,  Kalispell,  Montana,  and 
Norwest  Bank  Lewiston,  N.A.,  Lewistown,  Montana,  and 
Norwest  Capital  Management  and  Trust  Company,  Billings, 
Montana 

Merger .  93 

Nebraska 

January  1 : 

The  First  National  Bank  of  Beemer,  Beemer,  Nebraska,  and 
American  State  Bank,  Homer,  Nebraska 

Merger  .  93 

New  Jersey 

Janaury  1 : 

National  Westminster  Bank  New  Jersey,  Jersey  City,  New 
Jersey,  and 

National  Westminster  Bank  USA,  New  York,  New  York 
Merger  .  93 

New  Mexico 

March  10 

Norwest  Bank  New  Mexico,  National  Association,  Albuquerque, 
New  Mexico,  and 

The  First  National  Bank  of  Belen,  Belen,  New  Mexico 
Merger  .  93 

North  Carolina 

January  3 

NationsBank  of  South  Carolina,  National  Association,  Charlotte, 
North  Carolina,  and 

NationsBank  of  North  Carolina,  National  Association,  Charlotte, 
North  Carolina 

Merger  93 


North  Dakota 

January  1 : 

Liberty  National  Bank  and  Trust  Company,  Dickinson,  North 
Dakota,  and 

The  First  National  Bank  of  Bowman,  Bowman,  North  Dakota 

Merger .  103 

January  3: 

Community  First  NationalBank  of  Fargo.  Fargo.  North  Dakota, 
and 

Community  First  State  Bank  of  Cooperstown,  Cooperstown. 
North  Dakota,  and 

Community  First  National  Bank  of  Wahpeton,  Wahpeton,  North 
Dakota,  and 

Community  First  National  Bank  of  Lidgerwood,  Lidgerwood, 
North  Dakota 

Merger .  103 

Pennsylvania 

March  20: 

The  Russell  National  Bank,  Lewiston,  Pennsylvania,  and 
Peoples  National  Bank  of  Central  Pennsylvania,  State  College, 
Pennsylvania 

Merger .  103 

Tennessee 

January  26: 

First  National  Bank  of  Shelbyville,  Shelbyville,  Tennessee,  and 
The  Peoples  Bank  of  Elk  Valley,  Fayetteville,  Tennessee 
Merger .  103 

Texas 

January  3 1 : 

Boatmen’s  First  National  Bank  of  Amarillo,  Amarillo,  Texas,  and 


Citizens  State  Bank  of  Dalhart,  Dalhart,  Texas 

Merger .  103 

February  24: 

Midland  National  Bank,  Midland,  Texas,  and 
Texas  National  Bank  of  Midland,  Midland,  Texas 

Merger .  104 

March  3: 

Inwood  National  Bank,  Dallas,  Texas,  and 
Turtle  Creek  National  Bank,  Dallas,  Texas 

Merger .  104 

March  23: 

First  National  Bank  of  South  Texas,  San  Antonio,  Texas,  and 

The  State  Bank  of  La  Vernia,  La  Vernia,  Texas 

Merger .  104 


Virginia 

March  8: 

NationsBank  of  Virginia,  National  Association,  Richmond, 
Virginia,  and 

NationsBank,  National  Association,  McLean,  Virginia 
Merger .  104 

Wisconsin 

February  27: 

Firstar  Bank  Milwaukee,  National  Association,  Miwaukee, 
Wisconsin,  and 

First  Bank  Southeast  of  Lake  Geneva,  National  Association, 

Lake  Geneva,  Wisconsin 

Merger .  104 

March  24: 

Norwest  Bank  Wisconsin,  National  Association.  Milwaukee, 
Wisconsin,  and 

Norwest  Bank  Wisconsin  Eau  Claire,  National  Association,  Eau 
Claire,  Wisconsin 

Merger  104 


78 


Mergers  consummated  involving  affiliated  national  banks  and  savings  and  loan  associations 

Page 


Georgia 

February  17: 

Bank  South,  National  Association,  Atlanta,  Georgia,  and 
Gwinnett  Federal  Bank,  F.S.B.,  Lawrenceville,  Georgia 
Merger .  105 

Indiana 

January  1 : 

National  City  Bank  Indiana,  Indianapolis,  Indiana,  and 
First  Federal  Savings  Bank  of  Kokomo,  Kokomo,  Indiana 
Merger  .  105 


Page 

Ohio 

January  31: 

The  First  National  Bank  in  Massillon,  Massillon,  Ohio,  and 

Citizens  Savings  Bank  of  Canton,  Canton,  Ohio 

Merger .  105 

Tennessee 

January  13: 

Union  Planters  Bank  of  East  Tennessee.  National  Association. 
Knoxville,  Tennessee,  and 

First  Federal  Savings  Bank  of  Maryville,  Maryville  Tennessee 
Merger .  .  105 
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Most  transactions  in  this  section  do  not  have  accompanying  decisions.  In  those  cases,  the  OCC  reviewed  the 
competitive  effects  of  the  proposals  by  using  its  standard  procedures  for  determining  whether  the  transaction  has 
minimal  or  no  adverse  competitive  effects.  The  OCC  found  the  proposals  satisfied  its  criteria  for  transactions  that 
clearly  had  no  or  minimal  adverse  competitive  effects.  In  addition,  the  Attorney  General  either  filed  no  report  on 
the  proposed  transaction  or  found  that  the  proposal  would  not  have  a  significantly  adverse  effect  on  competition. 
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Nonaffiliated  Mergers* 


FIRST  PACIFIC  NATIONAL  BANK, 

Escondido,  California,  and  Overland  Bank,  Temecula,  California 


Loom  iuiwj,  vaiim'i'ta,  ■ - - - — - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

hirst  racitic  National  t>anK,  tsconaiuo,  oaiiiumici  \  i  /  . . 

dllU  VJVeildllU  LJdl  1  r\,  icilicuuia,  vainwnna,  . . 

merged  March  31  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

208,781,000 

PEACHTREE  NATIONAL  BANK, 

Peachtree  City,  Georgia,  and  Peach  State  Bank,  Riverdale,  Georgia 


r  III  CC  VllY,  '  vuvu  .  ..  — - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Peachtree  National  banK,  reacniree  ony,  Laeuryia  ^<jddo;,  wun  . 

o _ u  .  40,705,000 

ClMU  rydU  1  Oldie  DdlllN,  nivciuaic,  v^owiyiu,  WWM.II 

mprgpd  Januarv31  1995.  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  113,211,000 

HAWKEYE  BANK  OF  PELLA,  NATIONAL  ASSOCIATION, 

Pella  Iowa,  and  Taintor  Savings  Bank,  New  Sharon,  Iowa 

Names  of  institutions  and  type  of  transaction 

Total  assets 

.  V  m  ai»: I  Dcvllr.  Inuio  VA/ith  .  $76,325,000 

HawKeye  bani\oi  reua,  iNctuunai  nssuotauun,  <  cua,  ...... . 

and  Taintor  Savings  Bank,  New  Sharon,  Iowa,  with . . . . •  •  . . 

mprgpd  January  26  1995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  21,025,000 

98,881,000 

*  *  * 


THE  GIRARD  NATIONAL  BANK,  ,  „ 

Girard,  Kansas,  and  The  Bucklin  State  Bank,  Bucklin,  Kansas,  and  The  Farmers  State  Bank,  Offerle,  Kansas _ 

Names  of  institutions  and  type  of  transaction  _ Total  assets 

$83,598,000 
16,610,000 
12,252,000 
109,934,000 


The  Girard  National  Bank,  Girard,  Kansas  (13347),  with . 

and  The  Bucklin  State  Bank,  Bucklin,  Kansas,  with . 

and  The  Farmers  State  Bank,  Offerle,  Kansas,  with . . . ■  • 

merged  January  3,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


HIBERNIA  NATIONAL  BANK, 

Npw  Orleans.  Louisiana,  and  American  Bank,  Norco,  Louisiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13668),  with . 

$6,232,700,000 

93.541,000 

mprgpd  March  1  1995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

6,326.557.000 

*  *  * 


Nona  till  lated  "mergers  include  the  merger,  consolidation,  or  purchase  and  assumption  ot  nonatliliated  operating  banks  or  savings  and  loan 
associations,  where  the  resulting  bank  is  a  national  bank 

Asset  tigures  lor  merging  Institutions  are  not  necessarily  as  of  the  date  ot  merger  and  thus  may  not  sum  to  the  total  assets  given  tot  the 
merged  bank 
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FIRST  NATIONAL  BANK  OF  COMMERCE, 

New  Orleans,  Louisiana,  and  First  Bank,  Slidell,  Louisiana _ 

_ Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank  of  Commerce.  New  Orleans,  Louisiana  (13689),  with  .  <t o  007  nnn 

and  First  Bank,  slideii,  Louisiana,  with . . . . ; ; ; ; ; ;  ; ; ; ; ; ; ; ; ; ; ; ; ; ; ;  251 135000 

merged  February  1  7,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  4  239  089  000 


THE  FIRST  NATIONAL  BANK  OF  LAFAYETTE, 

Lafayette,  Louisiana,  and  City  Bank  and  Trust  Company,  New  Iberia,  Louisiana _ 

_ Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Lafayette,  Lafayette,  Louisiana  (5023),  with .  $646  304  000 

and  City  Bank  and  Trust  Company,  New  Iberia,  Louisiana,  with  .  85  889  000 

merged  February  1 7,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  732,193  000 

★  *  ★ 

HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  First  State  Bank  and  Trust  Company,  Bogalusa,  Louisiana  _ 

_ Names  of  institutions  and  type  of  transaction  Total  assets 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (1 3688),  with .  $4  g46  2  38  000 

and  First  State  Bank  and  Trust  Company,  Bogalusa,  Louisiana,  with  .  149  686  000 

merged  December  31 ,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  4, 995^924 'ooo 

*  *  * 

FLEET  BANK  OF  MASSACHUSETTS,  NATIONAL  ASSOCIATION, 

Boston,  Massachusetts,  and  New  Bedford  Institution  for  Savings,  New  Bedford,  Massachusetts _ 

_  Names  of  institutions  and  type  of  transaction  Total  assets 

Fleet  Bank  of  Massachusetts,  National  Association,  Boston,  Massachusetts  (18677),  with .  $9,200,000,000 

and  New  Bedford  Institution  for  Savings,  New  Bedford,  Massachusetts,  with .  2  435  334  000 

merged  January  27,  1995, Under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  11,635,334,000 

*  *  * 

NATWEST  BANK,  NATIONAL  ASSOCIATION, 

Jersey  City,  New  Jersey,  and  The  Central  Jersey  Bank  and  Trust  Company,  Freehold  Township,  New  Jersey _ 

_  Names  of  institutions  and  type  of  transaction  Total  assets 

NatWest  Bank,  National  Association,  Jersey  City,  New  Jersey  (374),  with .  $99,000,000,000 

and  The  Central  Jersey  Bank  and  Trust  Company,  Freehold  Township,  with .  18,000,000,000 

merged  January  1 4,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  117,000,000,000 

*  *  * 

VALLEY  NATIONAL  BANK, 

Passaic,  New  Jersey,  and  American  Union  Bank,  Union,  New  Jersey 

Names  of  institutions  and  type  of  transaction  Total  assets 

Valley  National  Bank,  Passaic,  New  Jersey  (15790),  with .  $3,703,158  000 

and  American  Union  Bank,  Union,  New  Jersey,  with .  55  039  000 

merged  February  28,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  3,758,214,000 


32 


PNC  BANK  OHIO,  NATIONAL  ASSOCIATION, 


v-/M  . .  ^ : : — - — 

Names  of  institutions  and  type  of  transaction 

Total  assets 

PNC  Bank  Ohio,  National  Association,  Cincinnati,  Ohio  (16416),  with . 

and  The  Brentwood  Savings  Association,  Cincinnati,  Ohio,  with . 

merged  December  2,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$4,321,675,000 

99,877,000 

4,429,579,000 

*  *  * 

BANK  IV  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tnlca  Oklahoma  and  Security  Bank  and  Trust  Comoanv,  Blackwell,  Oklahoma 


1  —  — - ’J_ 1  ^  ' : - - - — - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (18308),  with . 

and  Security  Bank  and  Trust  Company,  Blackwell,  Oklahoma,  with . 

merged  February  3  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$2,574,594,000 

49,769,000 

2,625,105,000 

*  *  * 

THE  MINERS  NATIONAL  BANK, 


i  wy*.  - /  —1 - 1— - *■ - - - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  Miners  National  Bank,  Pottsville,  Pennsylvania  (649),  with . 

and  The  Schuylkill  Haven  Trust  Company,  Schuylkill  Haven,  Pennsylvania,  with . 

meraed  March  1  1994.  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$225,878,000 

82,480,000 

308,443,000 

Hr  Hr  H- 

FIRST  TENNESSEE  BANK,  NATIONAL  ASSOCIATION, 


ivium^ino,  ■  v^.  ..  . . . j  - -  > 1 - - - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  Tennessee  Bank,  National  Association,  Memphis,  Tennessee  (336),  with . 

and  Community  First  Bank,  Germantown,  Tennessee,  with . 

merged  February  24  1995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$9,814,728,000 

247,800,000 

10,062,528,000 

★  *  * 

SURETY  BANK,  NATIONAL  ASSOCIATION, 


l— uir\"i,  i  m  ■  ■■Vi  .  - — . ’  . . . : — I - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Surety  Bank,  National  Association,  Lufkin,  Texas  (15187),  with . 

and  First  National  Bank,  Whitesboro,  Texas  (18411),  with . ■  •  ; . 

mprged  December  8  1994  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$64,949,000 

45,225,000 

109,908,000 

★  *  Hr 

FIRST  INTERSTATE  BANK  OF  TEXAS,  NATIONAL  ASSOCIATION, 


nuuoiui  1,  1  CAQO,  Ql  1  1  1  ^ 1  - - - : - - - - - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  Interstate  Bank  of  Texas,  National  Association,  Houston,  Texas  (17612),  with . 

and  Bank  of  North  Texas,  National  Association,  North  Richland  Hills,  Texas  (16329),  with 

merged  Januarv  9  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$5,816,900,000 

393,300,000 

6,179,300,000 

H  H  H 
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FIDELITY  BANK,  NATIONAL  ASSOCIATION, 

University  Park,  Texas,  and  EastPark  National  Bank,  Dallas 

Names  of  institutions  and  type  of  transaction  Total  assets 

- - - — - _k _ _ _ _ _ 

Fidelity  Bank,  National  Association,  University  Park,  Texas  (18073),  with .  $122  411  000 

and  EastPark  National  Bank,  Dallas,  Texas  (20938),  with . ’  ’  65731  'ooo 

merged  February  3,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  188,1 42,000 


BANK  ONE  TEXAS,  NATIONAL  ASSOCIATION, 

Dallas,  Texas,  and  First  Bank,  Coppell,  Texas  

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  One  Texas,  National  Association,  Dallas,  Texas  (21969),  with .  $18,505,524,000 

and  First  Bank,  Coppell,  Texas,  with .  134^002  000 

merged  March  10,1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 8,639,489,000 


Unaffiliated  Mergers  (thrift) 

FLEET  NATIONAL  BANK, 

Providence,  Rhode  Island,  and  Plaza  Home  Mortgage  Bank,  F.S.B.,  Santa  Ana,  Rhode  Island 

Names  of  institutions  and  type  of  transaction  Total  assets 

Fleet  National  Bank,  Providence,  Rhode  Island  (1302),  with .  $8,500,000,000 

and  Plaza  Home  Mortgage  Bank,  F.S.B.,  with .  876700 'ooo 

merged  March  3,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  9,376,200,000 

■k  k  k 

BANK  IV  OKLAHOMA,  NATIONAL  ASSOCIATION, 

Tulsa,  Oklahoma,  and  Stillwater  Federal  Savings  Bank,  Stillwater,  Oklahoma 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  IV  Oklahoma,  National  Association,  Tulsa,  Oklahoma  (18308),  with .  $2,625,105,000 

and  Stillwater  Federal  Savings  Bank,  Stillwater,  Oklahoma,  with .  97,005,000 

merged  January  6,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,725,995,000 


FIRST  INTERSTATE  BANK  OF  WASHINGTON,  NATIONAL  ASSOCIATION, 

Seattle,  Washington,  and  University  Savings  Bank,  Seattle,  Washington 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Interstate  Bank  of  Washington,  National  Association,  Seattle,  Washington  (3417),  with .  $4,356,827,000 

and  University  Savings  Bank,  Seattle,  Washington,  with .  1,166,468,000 

merged  January  7,  1 995,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had .  5,523,295,000 
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Affiliated  Mergers* 


SOUTHTRUST  BANK  OF  ALABAMA,  NATIONAL  ASSOCIATION, 

Birmingham,  Alabama,  and  SouthTrust  Bank,  Auburn,  Alabama,  and  SouthTrust  Bank  of  the  Quad  Cities, 
Florence,  Alabama,  and  SouthTrust  Bank  of  Selma,  N.A.,  Selma,  Alabama,  and  SouthTrust  Bank  of  Randolph 
County,  N.A.,  Roanoke,  Alabama,  and  SouthTrust  Bank  of  Talladega  County,  Sylacauga,  Alabama,  and 
SouthTrust  Bank  of  Walker  County,  Jasper,  Alabama,  and  SouthTrust  Bank  of  Dothan,  N.A.,  Dothan,  Alabama, 
and  SouthTrust  Bank,  N.A.,  Montgomery,  Alabama,  and  SouthTrust  Bank  of  Mobile,  Alabama,  and  SouthTrust 
Bank  of  Huntsville,  N.A.,  Huntsville,  Alabama,  and  SouthTrust  Bank  of  Calhoun  County,  N.A.,  Huntsville, 

Alabama,  and  SouthTrust  Bank  of  Etowah  County,  N.A.,  Gadsden,  Alabama,  and  SouthTrust  Bank  of  Covington 
County,  N.A.,  Opp,  Alabama,  and  SouthTrust  Bank  of  Marshall  County,  N.A.,  Boaz,  Alabama,  and  SouthTrust 
Bank  of  Baldwin  County,  Bay  Minette,  Alabama,  and  SouthTrust  Bank  of  Cullman,  N.A.,  Cullman,  Alabama,  and 
SouthTrust  Bank  of  Morgan  County,  Hartselle,  Alabama,  and  SouthTrust  Bank  of  Central  Alabama,  Alexander 
City,  Alabama,  and  SouthTrust  Bank  of  Tuscaloosa  County,  N.A.,  Tuscaloosa,  Alabama,  and  SouthTrust  Bank  of 
Marion  County,  Hamilton,  Alabama,  and  SouthTrust  Bank  of  Coffee  County,  Elba,  Alabama,  and  SouthTrust  Bank 
of  Ozark,  Ozark,  Alabama  


Names  of  institutions  and  type  of  transaction  Total  assets 


SouthTrust  Bank  of  Alabama,  National  Association,  Birmingham,  Alabama  (14569),  with .  $5,186,292,000 

and  SouthTrust  Bank,  Auburn,  Alabama,  with  .  108,942,000 

and  SouthTrust  Bank  of  the  Quad  Cities,  Florence,  Alabama,  with .  1 18,1 94,000 

and  SouthTrust  Bank  of  Selma,  N. A.,  Selma,  Alabama  (22257),  with .  73,514,000 

and  SouthTrust  Bank  of  Randolph  County,  N.A.,  Roanoke,  Alabama  (22166),  with .  45,364,000 

and  SouthTrust  Bank  of  Talladega  County,  Sylacauga,  Alabama,  with .  46,788,000 

and  SouthTrust  Bank  of  Walker  County,  Jasper,  Alabama,  with .  40,969,000 

and  SouthTrust  Bank  of  Dothan,  N.A.,  Dothan,  Alabama  (5249),  with .  573,752,000 

and  SouthTrust  Bank,  N.A.,  Montgomery,  Alabama  (15441),  with .  520,862,000 

and  SouthTrust  Bank  of  Mobile,  Mobile,  Alabama,  with .  466,569,000 

and  SouthTrust  Bank  of  Huntsville,  N.A.,  Huntsville,  Alabama  (1 5267),  with .  391,841,000 

and  SouthTrust  Bank  of  Calhoun  County,  N.A.,  Anniston,  Alabama  (3041 ),  with .  356,225,000 

and  SouthTrust  Bank  of  Etowah  County,  N.A.,  Gadsden,  Alabama  (1 4495),  with .  267,098,000 

and  SouthTrust  Bank  of  Covington  County,  N.A.,  Opp,  Alabama  (7985),  with .  220,408,000 

and  SouthTrust  Bank  of  Marshall  County,  N.A.,  Boaz,  Alabama  (21 738),  with .  229,772,000 

and  SouthTrust  Bank  of  Baldwin  County,  Bay  Minette,  Alabama,  with .  229,1 30,000 

and  SouthTrust  Bank  of  Cullman,  N.A.,  Cullman,  Alabama  (9614),  with .  1 50,670,000 

and  SouthTrust  Bank  of  Morgan  County,  Hartselle,  Alabama,  with .  1 28,322,000 

and  SouthTrust  Bank  of  Central  Alabama,  Alexander  City,  Alabama,  with .  1 30,833,000 

and  SouthTrust  Bank  of  Tuscaloosa  County,  N.A.,  Tuscaloosa,  Alabama  (22378),  with .  147,951 ,000 

and  SouthTrust  Bank  of  Marion  County,  Hamilton,  Alabama,  with .  130,886,000 

and  SouthTrust  Bank  of  Coffee  County,  Elba,  Alabama,  with .  108,744,000 

and  SouthTrust  Bank  of  Ozark,  Ozark,  Alabama,  with . 109,927,000 

merged  January  13,  1995,  under  charter  14569  and  title  “SouthTrust  Bank  of  Alabama,  National  Association." 

The  merged  bank  at  date  of  merger  had .  9,688 ,866 ,000 


*  *•  * 


NORWEST  BANK  ARIZONA,  NATIONAL  ASSOCIATION, 
Phoenix,  Arizona,  and  Bank  of  Scottsdale,  Scottsdale,  Arizona 


Names  of  institutions  and  type  of  transaction  Total  assets 


Norwest  Bank  Arizona,  National  Association,  Phoenix,  Arizona  (18295),  with .  $2,105,716,000 

and  Bank  of  Scottsdale,  Scottsdale,  Arizona,  with .  92,838.000 

merged  December  19,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  2,1 98.554,000 


"Affiliated  mergers  include  mergers,  consolidations,  and  purchase  and  assumptions  of  affiliated  institutions  where  the  resulting  bank  is  a  na¬ 
tional  bank 
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BANK  ONE  DENVER,  NATIONAL  ASSOCIATION, 

Denver,  Colorado,  and  Bank  One  Colorado  Springs,  N.A.,  Colorado  Springs,  Colorado,  and  Bank  One  Fort 
Collins/Loveland,  N.A.,  Loveland,  Colorado,  and  Bank  One  Greeley.  N.A.,  Greeley,  Colorado,  and  Bank  One 
Western  Colorado,  N.A.,  Salida,  Colorado,  and  Bank  One  Boulder,  N.A.,  Boulder,  Colorado 


Names  of  institutions  and  type  of  transaction  Total  assets 


Bank  One  Denver,  National  Association,  Denver,  Colorado  (15184),  with .  $1,413,305,000 

and  Bank  One  Colorado  Springs,  N.A.,  Colorado  Springs,  Colorado  (2179),  with .  445,995,000 

and  Bank  One  Fort  Collins/Loveland,  N.A.,  Loveland,  Colorado  (13624),  with .  278,438,000 

and  Bank  One  Greeley,  N.A.,  Greeley,  Colorado  (13928),  with .  247,623,000 

and  Bank  One  Western  Colorado,  N.A.,  Salida,  Colorado  (22021 ),  with .  361 ,848,000 

and  Bank  One  Boulder,  N.A.,  Boulder,  Colorado  (14021),  with  .  .  670.834,000 

merged  January  1,  1995,  under  charter  15184  and  title  “Bank  One  Colorado,  National  Association.  The  merged  bank  at 

date  of  merger  had . .  3,348,649,000 


NORWEST  BANK  COLORADO,  NATIONAL  ASSOCIATION, 

Denver,  Colorado,  and  Norwest  Bank  Academy  Place,  N.A.,  Denver,  Colorado,  and  Norwest  Bank  of  Aspen,  N.A., 
Colorado  Springs,  Colorado,  and  Norwest  Bank  Boulder,  N.A.,  Boulder,  Colorado,  and  Norwest  Bank  Brighton, 
N.A.,  Brighton,  Colorado,  and  Norwest  Bank  Colorado  Springs,  N.A.,  Colorado  Springs,  Colorado,  and  Norwest 
Bank  Colorado  Springs-East,  N.A.,  Colorado  Springs,  Colorado,  and  Norwest  Bank  Delta,  N.A.,  Delta,  Colorado, 
and  Norwest  Bank  Durango,  N.A.,  Durango,  Colorado,  and  Norwest  Bank  Fort  Collins,  N.A.,  Fort  Collins, 
Colorado,  and  Norwest  Bank  Fort  Collins-South,  N.A.,  and  Fort  Collins,  Colorado,  and  Norwest  Bank  Garden  of 
the  Gods,  N.A.,  Colorado  Springs,  Colorado,  and  Norwest  Bank  Greeley,  N.A.,  Greeley,  Colorado,  and  Norwest 
Bank  Ignacio,  N.A.,  Ignacio,  Colorado,  Norwest  Bank  LaSalle,  N.A.,  LaSalle,  Colorado,  and  Norwest  Bank 
Longmont,  N.A.,  Longmont,  Colorado,  and  Norwest  Bank  Montrose,  N.A.,  Montrose,  Colorado,  and  Norwest  Bank 
Pueblo,  N.A.,  Pueblo,  Colorado,  and  Norwest  Bank  Steamboat  Springs,  N.A.,  Steamboat  Springs,  Colorado, 
Norwest  Bank  Sterling,  N.A.,  Sterling,  Colorado,  Norwest  Bank  Sunset  Park,  N.A.,  Pueblo,  Colorado 


Names  of  institutions  and  type  of  transaction  Total  assets 


Norwest  Bank  Colorado,  National  Association,  Denver,  Colorado  (3269),  with .  $3,807,441 ,000 

and  Norwest  Bank  Academy  Place,  N.A.,  Colorado  Springs,  Colorado  (1 7891 ),  with .  57,558,000 

and  Norwest  Bank  of  Aspen,  N.A.,  Aspen,  Colorado  (22634),  with  .  104,843,000 

and  Norwest  Bank  Boulder,  N.A.,  Boulder,  Colorado  (2355),  with .  298,136,000 

and  Norwest  Bank  Brighton,  N.A.,  Brighton,  Colorado  (21831),  with .  56,701,000 

and  Norwest  Bank  Colorado  Springs,  N.A.,  Colorado  Springs,  Colorado  (8572),  with .  388,680,000 

and  Norwest  Bank  Colorado  Springs-East,  N.A.,  Colorado  Springs,  Colorado  (1 5378),  with .  110,618,000 

and  Norwest  Bank  Delta,  N.A.,  Delta,  Colorado  (15321),  with .  57,266,000 

and  Norwest  Bank  Durango,  N.A.,  Durango,  Colorado  (18761),  with .  59,701 ,000 

and  Norwest  Bank  Fort  Collins,  N.A  ,  Fort  Collins,  Colorado  (7837),  with .  227,596,000 

and  Norwest  Bank  Fort  Collins-South,  N.A.,  Fort  Collins,  Colorado  (16909),  with .  69,809,000 

and  Norwest  Bank  Garden  of  the  Gods,  N.A.,  Colorado  Springs,  Colorado  (18762),  with .  53,137,000 

and  Norwest  Bank  Greeley,  N  A  ,  Greeley,  Colorado  (3178),  with .  200,430,000 

and  Norwest  Bank  Ignacio,  N  A  .  Ignacio,  Colorado  (21826),  with .  56,393,000 

and  Norwest  Bank  LaSalle,  N.A.,  LaSalle,  Colorado  (15275),  with .  20,976,000 

and  Norwest  Bank  Longmont,  N  A.,  Longmont,  Colorado  (17481),  with .  89,792,000 

and  Norwest  Bank  Montrose,  N.A.,  Montrose,  Colorado  (4007),  with .  151,525,000 

and  Nonwest  Bank  Pueblo,  N.A.,  Pueblo,  Colorado  (21776),  with .  162.1  23,000 

and  Norwest  Bank  Steamboat  Springs,  N.A.,  Steamboat  Springs,  Colorado  (14400),  with .  1 15,394,000 

and  Norwest  Bank  Sterling,  N  A.,  Sterling,  Colorado  (21827),  with .  83,281 ,000 

and  Norwest  Bank  Sunset  Park,  N.A.,  Pueblo,  Colorado  (15003),  with .  73,992,000 

merged  January  1 .  1995,  under  charter  3269  and  title  “Norwest  Bank  Colorado,  National  Association.” 

The  merged  bank  at  date  of  merger  had .  6,1  79,738,000 


NORWEST  BANK  COLORADO,  NATIONAL  ASSOCIATION, 
Denver,  Colorado,  and  The  Ken-Caryl  Bank,  Littleton,  Colorado 


Names  of  institutions  and  type  of  transaction  Total  assets 


Norwest  Bank  Colorado,  National  Association,  Denver,  Colorado  (3269),  with  $6,313,463,000 

and  The  Ken  Caryl  Bank,  Littleton.  Colorado,  with .  26,701 .000 

merged  March  20,  1995,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  6,340  1  64,000 
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TRUST  COMPANY  BANK  OF  NORTHEAST  GEORGIA,  NATIONAL  ASSOCIATION, 
Athens,  Georgia,  and  Trust  Company  Bank  of  North  Georgia,  Gainesville,  Georgia 


Names  of  institutions  and  type  of  transaction  Total  assets 


Trust  Company  Bank  of  Northeast  Georgia,  National  Association,  Athens,  Georgia  (1639),  with .  $307,660,000 

and  Trust  Company  Bank  of  North  Georgia,  Gainesville,  Georgia,  with .  316,977,000 

merged  January  1 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  621 ,387,000 


•*  *  * 

FIRSTAR  BANK  WEST,  NATIONAL  ASSOCIATION, 

Naperville,  Illinois,  and  Firstar  Bank  DuPage,  Glen  Ellyn,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


Firstar  Bank  West,  National  Association,  Naperville,  Illinois  (141 15),  with .  $563,000,000 

and  Firstar  Bank  DuPage,  Glen  Ellyn,  Illinois,  with .  194,000,000 

merged  December  12,  1994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  709,000,000 


*  *  * 

FIRST  OF  AMERICA  BANK— NORTHEAST  ILLINOIS,  NATIONAL  ASSOCIATION, 

Libertyville,  Illinois,  and  First  of  America  Bank — Metro  Southwest,  N.A.,  Kankakee,  Illinois,  and  First  America 
Bank — North  Central  Illinois,  N.A.,  Rockford,  Illinois,  and  First  of  America  Bank — Champion,  N.A.,  Bloomington, 
Illinois,  and  First  of  America  Bank — Champaign,  N.A.,  Champaign,  Illinois,  and  First  of  America  Bank — Decatur, 
N.A.,  Decatur,  Illinois,  and  First  of  America  Bank — Illinois,  N.A.,  Peoria,  Illinois,  and  First  of  America 
Bank — Springfield,  N.A.,  Springfield,  Illinois,  and  First  of  America  Bank — Quad  Cities,  N.A.,  Rock  Island,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  of  America  Bank — Northeast  Illinois,  National  Association,  Libertyville,  Illinois  (15594),  with .  $1,298,202,000 

and  First  of  America  Bank — Metro  Southwest,  N.A.,  Kankakee,  Illinois  (21812),  with .  1,037,848,000 

and  First  of  America  Bank — North  Central  Illinois,  N.A.,  Rockford,  Illinois  (14533),  with .  866,075,000 

and  First  of  America  Bank — Champion,  N.A.,  Bloomington,  Illinois  (14178),  with  .  689,851 ,000 

and  First  of  America  Bank — Champaign,  N.A.,  Champaign,  Illinois  (13630),  with .  546,791 ,000 

and  First  of  America  Bank — Decatur,  N.A.,  Decatur,  Illinois  (21642),  with .  410,663,000 

and  First  of  America  Bank — Illinois,  N.A.,  Peoria,  Illinois  (22084),  with  .  1 ,079,837,000 

and  First  of  America  Bank — Springfield,  N.A.,  Springfield,  Illinois  (3548),  with .  1,142,595,000 

and  First  of  America  Bank — Quad  Cities,  N.A.,  Rock  Island,  Illinois  (221 33),  with .  334,935,000 

merged  December  31 ,  1 994,  under  charter  1 5594  and  title  "First  of  America  Bank — Illinois,  National  Association.” 

The  merged  bank  at  date  of  merger  had . . 7,406,000,000 


★  *  * 

FIRST  NATIONAL  BANK  OF  CRYSTAL  LAKE, 

Crystal  Lake,  Illinois,  and  Wauconda  National  Bank  and  Trust  Company,  Wauconda,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  National  Bank  of  Crystal  Lake,  Crystal  Lake,  Illinois  (14935),  with .  $109,924,000 

and  Wauconda  National  Bank  and  Trust  Company,  Wauconda,  Illinois  (1 4605),  with .  97.1  23,000 

merged  January  1 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  _ 215,573,000 


AMCORE  BANK,  NATIONAL  ASSOCIATION,  ROCK  RIVER  VALLEY, 
Sterling,  Illinois,  and  Amcore  Bank,  National  Association,  Dixon,  Dixon,  Illinois 


Names  of  institutions  and  type  of  transaction  Total  assets 


Amcore  Bank,  National  Association,  Rock  River  Valley,  Sterling,  Illinois  (14366),  with .  $222,850,000 

and  Amcore  Bank,  National  Association,  Dixon,  Dixon,  Illinois  (1881 ),  with  234,402,000 

merged  February  1 ,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  457,252,000 
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THE  TELL  CITY  NATIONAL  BANK, 

Tell  City,  Indiana,  and  First  National  Bank  of  Perry  County,  Indiana,  Cannelton,  Indiana 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  Tell  City  National  Bank,  Tell  City,  Indiana  (5756),  with .  $1 27,256,000 

and  First  National  Bank  of  Perry  County,  Indiana,  Cannelton,  Indiana  (9682),  with .  22,074,000 

merged  January  1 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  147,698,000 


COMPTROLLER’S  DECISION 
Introduction 

On  August  22,  1994,  application  was  made  to  the  Of¬ 
fice  of  the  Comptroller  of  the  Currency  (“OCC”)  for 
prior  authorization  to  merge  First  National  Bank  of 
Perry  County,  Indiana,  Cannelton,  Indiana  (hereinaf¬ 
ter,  "First  National")  with  and  into  Tell  City  National 
Bank,  Tell  City,  Indiana  (hereinafter,  “Tell  City  Na¬ 
tional”).  The  application  is  based  on  an  Amended  and 
Restated  Plan  and  Agreement  of  Reorganization  and 
Consolidation  among  First  National,  Tell  City  National 
and  National  Bancorp  dated  as  of  August  18,  1994. 
TCB  National  Bank,  an  interim  national  bank,  became 
a  party  to  the  agreement  through  an  addendum 
dated  November  3,  1994. 

Participating  Financial  Institutions 

As  of  June  30,  1994,  First  National  had  total  deposits 
of  $18  million  and  operated  2  offices.  On  the  same 
date,  Tell  City  National  had  total  deposits  of  $105  mil¬ 
lion  and  operated  2  offices.  First  National,  heretofore, 
operated  as  an  independent  bank,  but  it  will  become 
an  indirect  subsidiary  of  National  Bancorp  just  prior  to 
consummation  of  this  transaction  via  a  merger  with  an 
interim  national  bank,  TCB  National  Bank,  Tell  City, 
Indiana.  Tell  City  National  is  a  wholly-owned  subsidi¬ 
ary  of  National  Bancorp. 

Competitive  Analysis 

The  relevant  geographic  market  for  this  proposal  is 
the  area  including  and  immediately  surrounding  the 
communities  of  Cannelton  and  Tell  City,  the  area  from 
which  First  National  and  Tell  City  National  derive  the 
bulk  of  their  deposits.  This  is  an  area  with  a  popula¬ 
tion  of  approximately  9,874.  The  OCC  considers  an 
area  with  such  a  small  population  to  be  economically 
insignificant  from  a  competitive  standpoint.  (See  De¬ 
cision  of  the  Comptroller  of  the  Currency  on  the  appli¬ 
cation  to  merge  The  National  Bank  and  Trust 
Company  of  Norwich,  Norwich,  New  York,  with  Na¬ 
tional  Bank  of  Oxford,  Oxford,  New  York,  dated  April 
8,  1983)  Therefore,  because  the  market  is  not  recog¬ 


nized  as  being  economically  significant,  any  anticom¬ 
petitive  effects  resulting  from  the  transaction  are  con¬ 
sidered  de  minimis. 

Banking  Factors 

The  Bank  Merger  Act  requires  the  OCC  to  consider 
".  .  .  the  financial  and  managerial  resources  and  fu¬ 
ture  prospects  of  the  existing  and  proposed  institu¬ 
tions,  and  the  convenience  and  needs  of  the 
community  to  be  served."  We  find  that  the  financial 
and  managerial  resources  of  First  National  and  Tell 
City  National  do  not  raise  concerns  that  would  cause 
the  application  to  be  disapproved.  The  future  pros¬ 
pects  of  the  proponents,  individually  and  combined, 
are  considered  favorable  and  the  resulting  bank  is 
expected  to  meet  the  needs  and  convenience  of  the 
communities  to  be  served.  Tell  City  National  currently 
offers  a  full  line  of  banking  services,  including  a  num¬ 
ber  of  lending  programs  specifically  designed  to  ad¬ 
dress  economic  conditions  within  its  delineated 
market  area.  There  will  be  no  changes  in  the  products 
or  services  offered  as  a  result  of  this  transaction. 

Community  Reinvestment  Act 

A  review  of  the  record  of  the  application  and  other  in¬ 
formation  available  to  the  OCC  as  a  result  of  its  regu¬ 
latory  responsibilities  has  revealed  no  evidence  that 
the  applicants’  record  of  helping  to  meet  the  credit 
needs  of  their  communities,  including  low  and  moder¬ 
ate  income  neighborhoods,  is  less  than  satisfactory. 

Conclusion 

We  have  analyzed  this  proposal  pursuant  to  the  Bank 
Merger  Act  [12  U.S.C.  1828  (c)j  and  find  that  it  will 
not  significantly  lessen  competition  in  any  relevant 
market.  Other  factors  considered  in  evaluating  this 
proposal  are  satisfactory.  Accordingly,  the  applica¬ 
tion  is  approved. 

David  J.  Rogers 
National  Bank  Examiner 

*  *  * 
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NORWEST  BANK  INDIANA,  NATIONAL  ASSOCIATION, 

Fort  Wayne,  Indiana,  and  Norwest  Bank  La  Porte,  La  Porte,  Indiana 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  Indiana,  National  Association,  Fort  Wayne,  Indiana  (1 3987),  with .  $1,875,963,000 

and  Norwest  Bank  La  Porte,  La  Porte,  Indiana,  with .  140,891 .000 

merged  January  27,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  2,016,854,000 

*  *  •* 

SOCIETY  NATIONAL  BANK  INDIANA, 

South  Bend,  Indiana,  and  Citizens  Banking  Company,  Anderson,  Indiana 

Names  of  institutions  and  type  of  transaction  Total  assets 

Society  National  Bank,  South  Bend,  Indiana  (206),  with .  $2,986,000,000 

and  Citizens  Banking  Compnay,  Anderson,  Indiana,  with .  346,413,000 

merged  March  10,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  3,600,000,000 

★  *  * 

THE  CITIZENS  NATIONAL  BANK  OF  FORT  SCOTT, 

Fort  Scott,  Kansas,  and  The  Bank  of  Kincaid,  Kincaid,  Kansas 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  Citizens  National  Bank  of  Fort  Scott,  Fort  Scott,  Kansas  (31 75),  with .  $97,886,000 

and  The  Bank  of  Kincaid,  Kincaid,  Kansas,  with .  12,487,000 

merged  December  30,  1 994,  under  charter  3175  and  title  “Citizens  National  Bank.”  The  merged  bank  at  date  of  merger  had  1 10,373,000 

•k  if  if 

CENTRAL  NATIONAL  BANK, 

Junction  City,  Kansas  and  Central  National  Bank  Marion  County,  Marion,  Kansas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Central  National  Bank,  Junction  City,  Kansas  (4284),  with .  $234,417,000 

and  Central  National  Bank  Marion  County,  Marion,  Kansas  (10980),  with .  56,037,000 

merged  January  1 ,  1 995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  290,454,000 

★  *  ir 

INTRUST  BANK,  NATIONAL  ASSOCIATION, 

Wichita,  Kansas,  and  Intrust  Bank,  Valley  Center,  Kansas,  and  Intrust  Bank  Haysville,  N.A.,  Haysville,  Kansas, 
and  Intrust  Bank  Johnson  County,  N.A.,  Prairie  Village,  Kansas,  and  Intrust  Bank  El  Dorado,  N.A.,  El  Dorado, 
Kansas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Intrust  Bank,  National  Association,  Wichita,  Kansas  (2782),  with .  $1,180,040,000 

and  Intrust  Bank,  Valley  Center,  Kansas,  with .  44,261 ,000 

and  Intrust  Bank  Haysville,  N.A.,  Haysville,  Kansas  (221 84),  with .  82,401 ,000 

and  Intrust  Bank  Johnson  County,  N.A.,  Prairie  Village,  Kansas  (22331),  with  .  82,841 ,000 

and  Intrust  Bank  El  Dorado,  N.A.,  El  Dorado,  Kansas  (21003),  with  .  40,240,000 

merged  February  1  1 ,  1995,  under  charter  2782  and  title  "Intrust  Bank,  National  Association.”  The  merged  bank  at  date 

of  merger  had . . 1 ,419,590,000 


COMMERCIAL  NATIONAL  BANK  OF  SHREVEPORT, 

Shreveport,  Louisiana,  and  Louisiana  Bank,  West  Monroe,  Louisiana _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Commercial  National  Bank  of  Shreveport,  Shreveport,  Louisiana  (13648),  with  $1,050,403,000 

and  Louisiana  Bank,  West  Monroe,  Louisiana,  with .  95.613,000 

merged  December  31  1994,  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  _ 1,138,523,000 
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HIBERNIA  NATIONAL  BANK, 

New  Orleans,  Louisiana,  and  Pioneer  Bank  and  Trust  Company,  Shreveport,  Louisiana 


Names  of  institutions  and  type  of  transaction  Total  assets 


Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with .  $5,918,943,000 

and  Pioneer  Bank  and  Trust  Company,  Shreveport,  Louisiana,  with .  364,060,000 

merged  December  31 ,  1 994,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  6,285,1 01 ,000 


SEQUOIA  NATIONAL  BANK, 

Bethesda,  Maryland,  and  Sequoia  National  Bank  Maryland,  Bethesda,  Maryland 


Names  of  institutions  and  type  of  transaction  Total  assets 


Sequoia  National  Bank,  Bethesda,  Maryland  (21 392),  with .  $48,500,000,000 

and  Sequoia  National  Bank  Maryland,  Bethesda,  Maryland  (22686),  with .  101,360,000,000 

merged  March  31 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  149,300,000,000 


FIRST  OF  AMERICA  BANK— MICHIGAN,  NATIONAL  ASSOCIATION, 

Kalamazoo,  Michigan,  and  First  of  America  Bank — Ann  Arbor,  Ann  Arbor,  Michigan,  and  First  of  America  Bank — 
Central,  Lansing,  Michigan,  and  First  of  America  Bank — Mid-Michigan,  National  Association,  Bay  City.  Michigan, 
and  First  of  America  Bank — Northern  Michigan,  Traverse  City,  Michigan,  and  First  of  America  Bank — Southeast 
Michigan,  National  Association,  Detroit,  Michigan,  First  of  America  Bank — Upper  Peninsula,  National  Association, 
Marquette,  Michigan 

Names  of  institutions  and  type  of  transaction  Total  assets 


First  of  America  Bank — Michigan,  National  Association,  Kalamazoo,  Michigan  (191),  with .  $1,486,900,000 

and  First  of  America  Bank — Ann  Arbor,  Ann  Arbor,  Michigan,  with  .  1,156,500,000 

and  First  of  America  Bank — Central,  Lansing,  Michigan,  with  .  862,600,000 

and  First  of  America  Bank — Mid-Michigan,  National  Association,  Bay  City,  Michigan  (14641),  with .  1,367,500,000 

and  First  of  America  Bank — Northern  Michigan,  Traverse  City,  Michigan,  with .  660,500,000 

and  First  of  America  Bank — Southeast  Michigan,  National  Association,  Detroit,  Michigan  (14925),  with .  6,392,900,000 

and  First  of  America  Bank — Upper  Peninsula,  National  Association,  Marquette,  Michigan  (12027),  with .  383,400,000 

merged  December  31,  1994,  under  charter  191  and  title  "First  America  Bank — Michigan,  National  Association.” 

The  merged  bank  at  date  of  merger  had . .  13,580,500,000 


FIRST  OF  AMERICA  BANK— MICHIGAN,  NATIONAL  ASSOCIATION, 

Kalamazoo,  Michigan,  and  First  of  America  Bank — West  Michigan,  National  Association,  Grand  Rapids,  Michigan 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  of  America  Bank — Michigan,  National  Association,  Kalamazoo,  Michigan  (191),  with .  $12,362,082,000 

and  First  of  America  Bank — West  Michigan,  National  Association,  Grand  Rapids,  Michigan  (22875),  with .  1,353,033,000 

merged  March  31 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 3,691 ,000,000 
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MARQUETTE  BANK,  NATIONAL  ASSOCIATION, 

Golden  Valley,  Minnesota,  and  Marquette  Bank  Brookdale,  Brooklyn  Center,  Minnesota,  and  Marquette  Bank 
Brooklyn  Park,  Brooklyn  Park,  Minnesota,  and  Marquette  Bank  Coon  Rapids,  Coon  Rapids,  Minnesota,  and 
Marquette  Bank  Hutchinson,  National  Association,  Hutchinson,  Minnesota,  and  Marquette  Bank  Lakeville, 

Lakeville,  Minnesota,  and  Marquette  Bank  Monticello,  Monticello,  Minnesota,  and  Marquette  Bank  Mound,  Mound, 
Minnesota,  and  Marquette  Bank  New  Hope,  New  Hope,  Minnesota,  and  Marquette  Bank  New  Prague,  New 
Prague,  Minnesota,  and  Marquette  Bank  Shakopee,  National  Association,  Shakopee,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Marquette  Bank,  National  Association,  Golden  Valley,  Minnesota  (22831),  with .  $193,471,000 

and  Marquette  Bank  Brookdale,  Brooklyn  Center,  Minnesota,  with .  101 ,756,000 

and  Marquette  Bank  Brooklyn  Park,  Brooklyn  Park,  Minnesota,  with .  45,647,000 

and  Marquette  Bank  Coon  Rapids,  Coon  Rapids,  Minnesota,  with  .  71 ,473,000 

and  Marquette  Bank  Hutchinson,  National  Association,  Hutchinson,  Minnesota  (14216),  with .  68,966,000 

and  Marquette  Bank  Lakeville,  Lakeville,  Minnesota,  with .  67,520,000 

and  Marquette  Bank  Monticello,  Monticello,  Minnesota,  with .  42,973,000 

and  Marquette  Bank  Mound,  Mound,  Minnesota,  with .  47,002,000 

and  Marquette  Bank  New  Hope,  New  Hope,  Minnesota,  with  .  60,932,000 

and  Marquette  Bank  New  Prague,  New  Prague,  Minnesota,  with  .  43,336,000 

and  Marquette  Bank  Shakopee,  National  Association,  Shakopee,  Minnesota  (3039),  with .  87,815,000 

merged  January  1 ,  1995,  under  charter  22831  and  title  “Marquette  Bank,  National  Association.” 

The  merged  bank  at  date  of  merger  had .  803,707,000 


■A  A  * 

AMERICAN  NATIONAL  BANK  OF  LITTLE  FALLS, 

Little  Falls,  Minnesota,  and  Community  First  State  Bank  of  Paynesville,  Paynesville,  Minnesota,  and  Community 
First  National  Bank,  Morris,  Minnesota,  and  Community  First  National  Bank  of  Wheaton,  Wheaton,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

American  National  Bank  of  Little  Falls,  Little  Falls,  Minnesota  (13353),  with .  $67,855,000 

and  Community  First  State  Bank  of  Paynesville,  Paynesville,  Minnesota,  with  .  56,721 ,000 

and  Community  First  National  Bank,  Morris,  Minnesota  (20497),  with .  68,760,000 

and  Community  First  National  Bank  of  Wheaton,  Wheaton,  Minnesota  (20592),  with .  20,395,000 

merged  January  3,  1995  under  charter  13353  and  title  "Community  First  National  Bank.” 

The  merged  bank  at  date  of  merger  had .  213,731 ,000 


AAA 

COMMUNITY  FIRST  NATIONAL  BANK  OF  FERGUS  FALLS, 

Fergus  Falls,  Minnesota,  and  Community  First  National  Bank,  Ada,  Minnesota,  and  Community  First  National 
Bank  of  Breckenridge,  Breckenridge,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Community  First  National  Bank  of  Fergus  Falls,  Fergus  Falls,  Minnesota  (2030),  with .  $98,331 ,000 

and  Community  First  National  Bank,  Ada,  Minnesota  (10665),  with .  16,863,000 

and  Community  First  National  Bank  of  Breckenridge,  Breckenridge,  Minnesota  (4644),  with .  28,037,000 

merged  January  3,  1 995,  under  charter  2030  and  title  “Community  First  National  Bank.”  The  merged  bank  at  date  of 

merger  had . . . 143,231 .000 


COMMUNITY  FIRST  NATIONAL  BANK, 

Worthington,  Minnesota,  and  Community  First  National  Bank  of  Marshall,  Marshall,  Minnesota _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Community  First  National  Bank,  Worthington,  Minnesota  (8989),  with .  $149,790,000 

and  Community  First  National  Bank  of  Marshall,  Marshall,  Minnesota  (20590),  with  68,346,000 

merged  January  3,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  _ 218,316,000 


91 


NORWEST  BANK  MINNESOTA  CENTRAL,  NATIONAL  ASSOCIATION, 

St.  Cloud,  Minnesota,  and  Community  State  Bank  of  Alexandria,  Alexandria,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  Minnesota  Central,  National  Association,  St.  Cloud,  Minnesota  (14622),  with .  $403,548,000 

and  Community  State  Bank  of  Alexandria,  Alexandria,  Minnesota,  with .  59,315,000 

merged  February  17,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  462,863,000 

* *  *  * 

FIRST  BANK  NATIONAL  ASSOCIATION, 

Minneapolis,  Minnesota,  and  First  Bank  Fergus  Falls,  N.A.,  Fergus  Falls,  Minnesota,  and  First  Bank  Grand 
Rapids,  N.A.,  Grand  Rapids,  Minnesota,  and  First  Bank  Maple  Grove,  N.A.,  Maple  Grove,  Minnesota,  and  First 
Bank  Minneapolis  South,  N.A.,  Minneapolis,  Minnesota,  and  First  Bank  St.  Cloud,  N.A.,  St.  Cloud,  Minnesota 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Bank  National  Association,  Minneapolis,  Minnesota  (710),  with .  $14,149,600,000 

and  First  Bank  Fergus  Falls,  National  Association,  Fergus  Falls,  Minnesota  (22821),  with .  80,800,000 

and  First  Bank  Grand  Rapids,  National  Association,  Grand  Rapids,  Minnesota  (22822),  with .  105,500,000 

and  First  Bank  Maple  Grove,  National  Association,  Maple  Grove,  Minnesota  (22823),  with .  90,400,000 

and  First  Bank  Minneapolis  South,  National  Association,  Minneapolis,  Minnesota  (22824),  with .  126,700,000 

and  First  Bank  St.  Cloud,  National  Association,  St.  Cloud,  Minnesota  (22825),  with .  98,800,000 

merged  February  21,  1995,  under  charter  71 0  and  title  “First  Bank  National  Association."  The  merged  bank  at  date  of 

merger  had .  14,651,800,000 

*  *  * 

BANK  MIDWEST  OF  KANSAS,  NATIONAL  ASSOCIATION, 

Kansas  City,  Missouri,  and  Bank  Midwest,  National  Association,  Kansas  City,  Missouri 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  Midwest  of  Kansas,  National  Association,  Kansas  City,  Missouri  (22015),  with .  $239,791 ,000 

and  Bank  Midwest,  National  Association,  Kansas  City,  Missouri  (22757),  with .  721 ,906,000 

merged  February  1 7,  1995,  under  charter  2201 5  and  title  “Bank  Midwest,  National  Association.” 

The  merged  bank  at  date  of  merger  had . . 961 ,697 ,000 

*  *  ★ 

COMMERCE  BANK  OF  SOUTHEAST  MISSOURI,  NATIONAL  ASSOCIATION, 

Poplar  Bluff,  Missouri,  and  The  Cotton  Exchange  Bank,  Kennet,  Missouri 

Names  of  institutions  and  type  of  transaction  Total  assets 

Commerce  Bank  of  Southeast  Missouri,  National  Association,  Poplar  Bluff,  Missouri  (20913),  with .  $1 74,274,000 

and  The  Cotton  Exchange  Bank,  Kennet,  Missouri,  with .  63,046,000 

merged  March  10,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . . 235,976,000 

*  ★  * 
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NORWEST  BANK  BILLINGS.  NATIONAL  ASSOCIATION, 

Billings,  Montana,  and  Montana  Bank,  National  Association,  Billings,  Montana,  and  Bank  of  Montana,  National 
Association,  Great  Falls,  Montana,  and  Norwest  Bank  Anaconda-Butte,  National  Association,  Anaconda, 

Montana,  and  Norwest  Bank  Dillon,  National  Association,  Dillon,  Montana,  and  Norwest  Bank  Great  Falls, 

National  Association,  Great  Falls,  Montana,  and  Norwest  Bank  Helena,  National  Association,  Helena,  Montana, 
and  Norwest  Bank  Kalispell,  National  Association,  Kalispell,  Montana,  and  Norwest  Bank  Lewistown,  National 
Association,  Lewistown,  Montana,  and  Norwest  Capital  Management  and  Trust  Company,  Billings,  Montana 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  Bilings,  National  Association,  Billings,  Montana  (15564),  with .  $252,100,000 

and  Montana  Bank,  National  Association,  Billings,  Montana  (22771),  with .  301 ,600,000 

and  Bank  of  Montana,  National  Association,  Great  Falls,  Montana  (22772),  with .  418,300,000 

and  Norwest  Bank  Anaconda- Butte,  National  Association,  Anaconda,  Montana  (15540),  with .  13,300,000 

and  Norwest  Bank  Dillon,  National  Association,  Dillon,  Montana  (3120),  with .  34,000,000 

and  Norwest  Bank  Great  Falls,  National  Association,  Great  Falls,  Montana  (4541),  with .  150,900,000 

and  Norwest  Bank  Helena,  National  Association,  Helena,  Montana  (21 123),  with .  125,100,000 

and  Norwest  Bank  Kalispell,  National  Association,  Kalispell,  Montana  (4586),  with .  1 10,100,000 

and  Norwest  Bank  Lewiston,  National  Association,  Lewistown,  Montana  (21122),  with .  73,000,000 

and  Norwest  Capital  Management  and  Trust  Company,  Billings,  Montana,  with .  4,200,000 

merged  February  10,  1995  under  charter  15564  and  title  “Norwest  Bank  Montana,  National  Association." 

The  merged  bank  at  date  of  merger  had .  1 ,572,700,000 


THE  FIRST  NATIONAL  BANK  OF  BEEMER, 

Beemer,  Nebraska,  and  American  State  Bank,  Homer,  Nebraska 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  of  Beemer,  Beemer,  Nebraska  (6818),  with .  $25,790,000 

and  American  State  Bank,  Homer,  Nebraska,  with .  5,182,000 

merged  January  1 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  31 ,457,000 


★  ★  * 

NATIONAL  WESTMINSTER  BANK  NEW  JERSEY, 

Jersey  City,  New  Jersey,  and  National  Westminster  Bank  USA,  New  York,  New  York 

Names  of  institutions  and  type  of  transaction  Total  assets 

National  Westminster  Bank  New  Jersey,  Jersey  City,  New  Jersey  (374),  with .  $7,216,814,000 

and  National  Westminster  Bank  USA,  New  York,  New  York  (7703),  with .  18,100,219,000 

merged  January  1 ,  1 995,  under  charter  374  and  title  “NatWest  Bank,  National  Association."  The  merged  bank  at  date 

of  merger  had .  24,795,141,000 

*  *  * 

NORWEST  BANK  NEW  MEXICO,  NATIONAL  ASSOCIATION, 

Albuquerque,  New  Mexico,  and  The  First  National  Bank  of  Belen,  Belen,  New  Mexico _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  New  Mexico,  National  Association,  Albuquerque,  New  Mexico  (6187),  with  $1,849,900,000 

and  The  First  National  Bank  of  Belen,  Belen,  New  Mexico  (6597),  with .  217.900,000 

merged  March  10,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  _ _ 2,067,800,000 


NATIONSBANK  OF  SOUTH  CAROLINA,  NATIONAL  ASSOCIATION, 

Charlotte,  North  Carolina,  and  NationsBank  of  North  Carolina,  National  Association,  Charlotte,  North  Carolina 

Names  of  institutions  and  type  of  transaction  Total  assefs 

NationsBank  of  South  Carolina,  National  Association,  Charlotte,  North  Carolina  (14448),  with  $9,227,816,000 

and  NationsBank  of  North  Carolina,  National  Association,  Charlotte,  North  Carolina  (13761),  with  28,994.419.000 

meraed  January  3.  1995,  under  charter  14448  and  title  "NationsBank,  National  Association  (Carolinas) 

The  merged  bank  at  date  of  merger  had  _ _ _ _ _ 38.324  004,000 
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COMPTROLLER'S  DECISION 
I.  Introduction 

On  September  19,  1994,  NationsBank  of  South  Caro¬ 
lina,  National  Association,  Rock  Hill,  South  Carolina 
(“NationsBank-SC”)  filed  an  application  with  the  Of¬ 
fice  of  the  Comptroller  of  the  Currency  (“OCC")  for 
approval  to  change  the  location  of  its  main  office  from 
Rock  Hill,  South  Carolina,  to  Charlotte,  North  Carolina, 
under  12  U.S.C.  30  (“the  relocation  application").  The 
location  in  Charlotte  is  approximately  24  miles  from 
Rock  Hill.  After  the  relocation  of  its  main  office,  Na- 
tionsBank-SC  plans  to  continue  to  operate  its  existing 
branches  in  South  Carolina. 

On  September  19,  1994,  application  was  also  made 
to  the  OCC  for  approval  to  merge  NationsBank  of 
North  Carolina,  Charlotte,  North  Carolina  ("Na- 
tionsBank-NC")  with  NationsBank-SC,  under  12 
U.S.C.  215a  &  1828(c)  ("the  merger  application"),  un¬ 
der  the  charter  of  NationsBank-SC  and  with  the  title  of 
NationsBank,  National  Association  (Carolinas)  (“Na- 
tionsBank-Carolinas”).  In  the  merger  application, 
OCC  approval  is  also  requested  for  the  resulting  bank 
to  retain  the  branches  of  both  merging  banks  in  South 
Carolina  and  North  Carolina  as  branches  after  the 
merger  under  12  U.S.C.  36(b).  On  September  19, 
1994,  application  was  also  made  to  the  OCC  for  ap¬ 
proval  for  NationsBank-Carolinas,  after  the  merger,  to 
establish  a  branch  at  the  former  location  of  Na- 
tionsBank-SC’s  main  office  in  Rock  Hill  under  12 
U.S.C.  36(c)  ("the  branch  application”). 

NationsBank-SC  and  NationsBank-NC  are  both  indi¬ 
rect,  wholly-owned  subsidiaries  of  NationsBank  Cor¬ 
poration,  a  multistate  bank  holding  company  with  its 
headquarters  in  Charlotte,  North  Carolina.  As  a  result 
of  the  proposed  merger,  the  operations  of  two  of  the 
holding  company’s  existing  bank  subsidiaries  simply 
will  be  combined  into  one  bank  with  branches  in  both 
states. 

As  of  June  30,  1994,  adjusted  for  recent  mergers,  Na¬ 
tionsBank-SC  had  approximately  $9.2  billion  in  assets 
and  $5.2  billion  in  deposits  and  had  189  branches 
and  58  customer-bank  communication  terminal 
branches  ("CBCT  branches")  in  South  Carolina,  and 
NationsBank-NC  had  approximately  $29  billion  in  as¬ 
sets  and  $14  billion  in  deposits  and  had  234 
branches  and  36  CBCT  branches  in  North  Carolina. 

II  Legal  Authority  for  the  Relocation  Application 

In  the  relocation  application,  NationsBank-SC  has  ap¬ 
plied  to  change  the  location  of,  its  main  office  from 
Rock  Hill,  South  Carolina,  to  Charlotte,  North  Carolina, 


a  distance  of  approximately  24  miles.  It  will  continue 
to  operate  its  existing  branches  in  South  Carolina.  This 
application  is  similar  to  a  number  of  prior  relocation  and 
interstate  branching  applications  approved  by  the 
OCC,  discussed  below,  and  is  legally  authorized. 

A.  The  relocation  of  NationsBank-SC's  main  office  to 
Charlotte,  North  Carolina,  is  authorized  under 
12  U.S.C.  30. 

In  a  number  of  prior  decisions,  the  OCC  has  author¬ 
ized  the  relocation  of  a  national  bank’s  main  office  to 
another  location  across  a  state  line.  In  two  earlier  de¬ 
cisions,  the  bank — like  NationsBank-SC  in  the  present 
application — would  also  continue  to  operate  its  exist¬ 
ing  branches  in  its  original  state.  See  Decision  of  the 
Office  of  the  Comptroller  of  the  Currency  on  the  Appli¬ 
cations  of  American  Security  Bank,  N.A.,  Washington, 
D.C.,  and  Maryland  National  Bank,  Baltimore,  Mary¬ 
land  (OCC  Corporate  Decision  No.  94-05,  February  4, 
1994)  ( OCC  NationsBank/Maryland  National  Deci¬ 
sion );  Decision  of  the  Office  of  the  Comptroller  of  the 
Currency  on  the  Applications  of  First  Fidelity  Bank, 
N.A.,  Pennsylvania,  Philadelphia,  Pennsylvania,  and 
First  Fidelity  Bank,  N.A.,  New  Jersey,  Newark,  New 
Jersey  (OCC  Corporate  Decision  No.  94-04,  January 
10,  1994)  ( OCC  First  Fidelity/New  Jersey  Decision). 
Other  earlier  decisions  involved  only  the  interstate  re¬ 
location  of  the  main  office.  See,  e.g.,  Decision  of  the 
Office  of  the  Comptroller  of  the  Currency  on  the  Appli¬ 
cations  of  the  First  National  Bank  of  Polk  County 
(OCC  Corporate  Decision  No.  94-21,  April  28,  1994).1 
The  legal  analysis  and  authorities  supporting  this  po¬ 
sition  are  set  forth  in  the  prior  decisions,  and  only  a 
summary  will  be  presented  here.  The  earlier  deci¬ 
sions  should  be  consulted  for  the  full  analysis. 


'The  OCC  also  approved  national  bank  main  office  relations  under 
section  30  from  Missouri  into  Kansas,  from  New  Jersey  into  Penn¬ 
sylvania,  from  Alabama  into  Georgia,  and  from  Washington  into 
Idaho  See  Decision  of  the  Comptroller  of  the  Currency  on  the  Ap¬ 
plication  of  Mark  Twain  Bank,  National  Ass'n,  Independence,  Mis¬ 
souri,  to  Relocate  its  Main  Office  to  Overland  Park,  Kansas  (1985), 
reprinted  in  [1984-85  Transfer  Binder]  Fed  Banking  L  Rep  (CCH) 
H  86, 180  ("OCC  Mark  Twain  Decision").  Decision  of  the  comptroller 
of  the  Currency  on  the  Application  of  the  Bank  of  New  Jersey,  Na¬ 
tional  Ass’n,  Moorestown,  New  Jersey,  to  Relocate  its  Main  Office 
to  Philadelphia.  Pennsylvania  (1986)  ("OCC  Bank  of  New  Jersey 
Decision").  Decision  of  the  Comptroller  of  the  Currency  on  the  Ap¬ 
plication  of  SouthTrust  National  Bank.  Phenix  City,  Alabama,  to  Re¬ 
locate  its  Main  Office  to  Columbus,  Georgia  (1989)  ("OCC 
SouthTrust  Decision"):  Decision  of  the  Comptroller  of  the  Currency 
on  the  Application  of  the  First  National  bank  of  Spokane,  Spokane 
Washington,  to  Relocate  its  Main  Office  to  Coeur  D'Alene.  Idaho 
(1991)  ("OCC  FNB  Spokane  Decision")  The  OCC  also  has  ap¬ 
proved  interstate  relocations  in  which  the  relocating  bank  irrmedi 
ately  merged  with  an  affiliated  bank  in  the  other  state  and  went  out 
of  existence  as  a  separate  entity  See  Relocation  of  Midlantic  Na 
tional  Bank/Delaware.  Wilmington,  Delaware,  to  Carneys  Point 
New  Jersey,  and  Merger  with  Midlantic  National  Bank  Newark 
New  Jersey  (1990),  Relocation  of  Central  Atlantic  National  Bank 
from  Newark  Delaware,  to  Aberdeen,  Maryland,  and  Merger  with 
Maryland  National  Bank,  Baltimore,  Maryland  (1991) 
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The  relocation  of  NationsBank-SC's  main  office  from 
Rock  Hill,  South  Carolina,  to  Charlotte,  North  Carolina, 
is  legally  authorized  under  12  U.S.C.  30.  Section  30 
authorizes  a  national  bank  to  change  the  location  of 
its  main  office  to  any  location  within  30  miles  of  the 
city  limits  in  which  its  main  office  is  located.  12  U.S.C. 
30(b).  Such  a  relocation,  even  across  state  lines,  is 
authorized  by  the  literal  language  of  the  statute,  and 
nothing  in  the  legislative  history  gives  any  reason  not 
to  adhere  to  the  literal  language.  The  authority  to  relo¬ 
cate  a  main  office  is  not  limited  by  the  McFadden  Act, 
12  U.S.C.  36.  See,  e.g.,  Ramapo  Bank  v.  Camp,  425 
F.2d  333,  340-46  (3d  Cir. ),  cert,  denied,  400  U.S.  828 
(1970);  Traverse  City  State  Bank  v.  Empire  National 
Bank,  228  F.Supp.  984,  992  (W.D.  Mich.  1964).  The 
Bank  Holding  Company  Act  also  does  not  apply  to 
main  office  relocations.  See  Synovus  Financial  Corpo¬ 
ration  v.  Board  of  Governors  of  the  Federal  Reserve 
System,  952  F.2d  426,  434-37  (D.C.  Cir.  1991);  McEn- 
teer  v.  Clarke,  644  F.Supp.  290,  292-93  (E.D.  Pa. 
1986).  See  also  State  of  Idaho  Department  of  Finance 
v.  Clarke,  994  F.2d  1441,  1447-49  (9th  Cir.  1993); 
Federal  Reserve  Board,  Rescission  of  Policy  State¬ 
ment  Requiring  Application  for  Relocation  of  a  Sub¬ 
sidiary  Bank  to  Another  State,  57  Fed.  Reg.  9973 
(March  23,  1992)  (rescinding  former  12  CFR 

225.144).  Finally,  section  30  preempts  state  laws  that 
conflict  with  the  authority  it  confers  on  national  banks. 
See,  e.g.,  Ramapo  Bank;  McEnteer;  Traverse  City 
State  Bank.  Thus,  the  literal  language  of  section  30 
must  be  given  full  effect.  National  banks  are  author¬ 
ized  to  move  their  main  office  to  any  location  within  30 
miles,  even  across  state  lines. 

Accordingly,  NationsBank-SC’s  relocation  of  its  main 
office  from  Rock  Hill,  South  Carolina,  to  Charlotte, 
North  Carolina,  is  legally  authorized. 

B.  NationsBank-SC’s  continued  operation  of  its 
existing  branches  in  South  Carolina  is  authorized 

When  it  relocates  its  main  office  to  Charlotte,  Nations- 
Bank-SC  will  continue  to  operate  its  existing  branches 
in  South  Carolina.  In  the  OCC's  earlier  decisions  in¬ 
volving  the  relocation  of  a  national  bank’s  main  office 
across  a  state  line  and  the  continuation  of  existing 
branches  in  the  original  state,  we  extensively  ana¬ 
lyzed  the  legal  authority  for  the  continued  operation  of 
existing  branches  and  concluded  that  continued  op¬ 
eration  of  such  existing  branches  is  legally  author¬ 
ized.  See  OCC  NationsBank/Maryland  National 
Decision  (Part  ll-B);  OCC  First  Fidelity/New  Jersey 
Decision  (Part  ll-B).  The  same  analysis  is  applicable 
to  the  present  transaction  and  only  a  summary  will  be 
presented  here.  The  earlier  decisions  should  be  con¬ 
sulted  for  the  full  analysis. 


When  a  national  bank  relocates  its  main  office  under 
section  30,  it  may  continue  to  operate  its  existing 
branches  as  an  implied,  but  necessary,  adjunct  to  the 
express  authority  to  move  the  main  office.  The  statu¬ 
tory  language  of  sections  30  and  36  does  not  ex¬ 
pressly  address  this  area.  The  OCC  concluded  that 
this  was  Congress’  intent  by  examining  the  overall 
statutory  framework  and  its  historical  development. 
Congress  enacted  section  30,  allowing  the  main  of¬ 
fice  to  relocate,  without  requiring  the  divestiture,  re¬ 
examination,  or  re-authorization  of  existing  branches. 
Congress  subsequently  amended  sections  30  and  36 
numerous  times  without  indicating  any  intent  to  sub¬ 
ject  the  existing  branches  of  a  relocating  bank  to  sec¬ 
tion  36.  During  this  development,  OCC  and  court 
decisions  had  opined  that  sections  30  and  36  oper¬ 
ated  independently.  In  the  absence  of  express  con¬ 
gressional  action  requiring  that  existing  lawfully 
established  branches  be  re-subjected  to  a  de  novo 
analysis  under  section  36  and  divested,  we  con¬ 
cluded  that  the  intention  of  the  statutory  scheme,  con¬ 
sidered  as  a  whole,  was  that  existing  branches  were 
continued.2  See  OCC  NationsBank/Maryland  National 
Decision  (Part  ll-B-1);  OCC  First  Fidelity/New  Jersey 
Decision  (Part  ll-B-1). 

Accordingly,  after  the  relocation  of  its  main  office  to 
Charlotte,  North  Carolina,  NationsBank-SC’s  contin¬ 
ued  operation  of  its  existing  branches  in  South  Caro¬ 
lina  is  legally  authorized. 

C.  Conclusion 

In  conclusion,  our  legal  analysis  of  this  Application 
follows  our  analysis  of  prior  interstate  relocation  deci¬ 
sions  and  other  prior  decisions  involving  interstate  na¬ 
tional  banks.  The  relocation  of  the  main  office  to 
Charlotte  is  authorized  under  12  U.S.C.  30.  This  bank 
may  continue  to  operate  its  existing  branches  in 
South  Carolina.  Accordingly,  this  application  is  legally 
authorized.3 


"Congress’  recent  amendment  to  sections  30  and  36  buttresses 
our  earlier  interpretation.  See  note  3  below  for  legislative  citations 
As  part  of  the  new  interstate  branching  legislation,  Congress  has 
amended  sections  30  and  36  to  add  provisions  so  that  in  an  inter¬ 
state  main  office  relocation  after  May  31,  1997,  in  which,  as  in  this 
case,  a  bank  enters  a  state  in  which  it  does  not  currently  have 
branches,  the  continued  operation  of  existing  branches  in  the  state 
from  which  the  bank  relocated  is  expressly  made  subject  to  re¬ 
quirements  set  out  in  the  new  provisions  This  clearly  reflects  Con¬ 
gressional  recognition  that  continued  operation  of  existing 
branches  is  contemplated  under  section  30  and  that  such  contin¬ 
ued  operation  will  be  limited  only  by  the  express  congressional  ac¬ 
tion  in  the  amendments 

fOur  analysis  of  the  legal  authority  for  this  Application  is  based  on 
current  law,  in  particular  12  U  S  C  30  The  recently  enacted  inter¬ 
state  banking  and  branching  legislation  does  not  change  the  legal 
analysis  and  result,  and  indeed  has  confirmed  it  See  Riegle  Neal 
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III.  Legal  Authority  for  the  Merger  Application 

After  the  relocation,  NationsBank-SC  will  be  an  inter¬ 
state  national  bank,  with  its  main  office  in  North  Caro¬ 
lina  and  branches  in  South  Carolina.  This  merger 
application  thus  involves  a  merger  between  an  inter¬ 
state  national  bank  and  another  bank  in  one  of  its  ex¬ 
isting  states.  The  OCC  has  previously  considered  the 
National  Bank  Act's  merger  and  branch  retention  pro¬ 
visions  in  the  context  of  mergers  involving  interstate 
banks.  See  OCC  decisions  listed  in  note  4  below.  Ap¬ 
plying  the  same  analysis  to  the  present  merger  appli¬ 
cation,  we  find  that  the  merger  of  NationsBank-NC 
into  NationsBank-SC  is  legally  authorized  under  12 
U.S.C.  215a.  We  also  find  that,  after  the  merger,  the 
resulting  bank  may  retain  the  branches  of  both  banks 
in  North  Carolina  and  South  Carolina  as  branches  un¬ 
der  12  U.S.C.  36(b)(2). 


Interstate  Banking  and  Branching  Efficiency  Act  of  1994,  Pub.  L. 
No  103-328,  108  Stat.  2338  (enacted  September  29,  1994)  ("the 
Riegle-Neal  Act").  The  Riegle-Neal  Act  adds  a  new  section  44  to 
the  Federal  Deposit  Insurance  Act  that  authorizes  certain  interstate 
branching  transactions  beginning  on  June  1,  1997.  It  also  makes 
conforming  amendments  to  12  U.S.C.  36  to  add  branching  provi¬ 
sions  for  national  banks  to  correspond  to  the  section  44  transac¬ 
tions  However,  existing  branching  authority  in  sections  36(a), 
36(b)  and  36(c)  is  not  changed.  Moreover,  the  amendments  added 
to  section  36  show  that  existing  authority  continues  in  force.  First, 
the  provision  on  exclusive  authority  for  additional  branches  is  not 
effective  until  June  1,  1997.  In  addition,  even  after  it  is  effective,  it 
expressly  does  not  apply  in  states  in  which  the  bank  has  its  main 
office  or  already  has  a  branch;  and  it  also  expressly  includes,  as  a 
continuing  source  of  authority,  branching  authorized  "under  this 
section”  (i  e  ,  Revised  Statutes  5155).  See  Riegle-Neal  Act 
102(b)(1)  (adding  new  subsection  (e)  to  section  36). 

The  Riegle-Neal  Act  also  does  not  change  section  30  with  respect 
to  the  power  to  change  the  location  of  the  main  office  across  a 
state  line  But  it  does  change  sections  30  and  36  with  respect  to 
the  power  of  the  bank  to  keep  existing  branches  in  the  state  from 
which  is  relocated  See  Riegle-Neal  Act  102(b)(1)  (adding  new 
subsection  (e)  to  section  36)  &  102(b)(2)  (adding  new  subsection 
(c)  to  section  30)  However,  this  change  to  the  authority  to  continue 
existing  branches  in  a  relocation  does  not  take  effect  until  June  1 . 
1997  The  legislation  thus  clearly  contemplates  that  this  existing 
authority  remains  in  effect  until  then  In  the  legislative  history,  the 
conference  report  expressly  shows  that  Congress  was  aware  of  ex¬ 
isting  authority  and  of  OCC  analyses  and  approvals  under  that 
authority  (such  as  the  OCC  NationsBank/Maryland  National  Deci¬ 
sion,  the  OCC  First  Fidelity/New  Jersey  Decision,  and  the  other  de¬ 
cisions  cited  in  noted  1  above  and  note  4  below)  and  expected  it 
to  continue  until  June  1 ,  1997 

The  Conferees  are  aware  of  the  OCC  procedures  in  permit¬ 
ting  relocation  across  state  lines  The  Conferees  concur  with 
those  procedures,  including  the  application  of  appropriate 
State  law  and  authority  The  Conferees  expect  the  OCC  to 
continue  to  follow  those  procedures  until  the  provisions  of  Title 
I  become  fully  applicable  on  Jun  1,  1997 

HR  Conf  Rep  No  651.  103d  Cong  2d  Sess  (August  2,  1994) 
(Report  on  H  R  384  1  the  Riegle-Neal  Interstate  Banking  and 
Branching  Efficiency  Act  of  1994)  (Joint  Explanatory  Statement  of 
Conference  Committee  discussing  provisions  that  make  the  new 
Act  the  exclusive  means  to  enter  new  States  with  interstate 
prar  <  nes  when  the  Ar  t  .  rrieasures  take’ effect  and  leave  current 
law  m  operation  until  that  date) 


A.  NationsBank-NC  may  merge  into  NationsBank-SC 
under  section  215a 

Mergers  of  national  banks  are  authorized  under  12 
U.S.C.  215a.  Section  215a  provides  in  relevant  part: 

One  or  more  national  banking  associations  or 
one  or  more  state  banks,  with  the  approval  of 
the  Comptroller,  under  an  agreement  not  incon¬ 
sistent  with  this  subchapter,  may  merge  into  a 
national  banking  association  located  within  the 
same  state,  under  the  charter  of  the  receiving 
association. 

12  U.S.C.  215(a)  (emphasis  added).  The  proposed 
transaction  complies  with  all  other  provisions  of  sec¬ 
tion  215a.  The  only  issue  is  the  interpretation  of  the 
phrase  "located  within  the  same  state”  as  applied  to 
national  banks  that  have  offices  in  more  than  one 
state.  In  particular,  in  this  proposal,  the  issue  is 
whether  NationsBank-SC  Bank  is  “located”  in  North 
Carolina  by  virtue  of  its  main  office  in  Charlotte,  while 
it  also  has  branches  in  South  Carolina. 

The  OCC  analyzed  this  issue  in  the  earlier  cases  in¬ 
volving  a  merger  or  consolidation  with  an  interstate 
bank.  We  concluded  that,  just  as  for  branching  pur¬ 
poses  under  section  36,  a  national  bank  with  offices 
in  more  than  one  state  was  “located”  in  each  such 
state  for  the  purpose  of  mergers  with  other  banks  in 
that  state  under  U.S.C.  215a  (mergers)  or  12  U.S.C. 
215  (consolidations)4  The  reasoning  and  support  for 


4ln  1984,  in  the  OCC  Mellon  Decision,  we  found  that  a  national 
bank  with  its  main  office  and  branches  in  New  Jersey  and  a  grand¬ 
fathered  branch  in  Philadelphia  was  located  in  Pennsylvania  for 
purposes  of  a  merger  with  another  Pennsylvania  bank  under  sec¬ 
tion  215a.  See  Decision  of  the  Comptroller  of  the  Currency  on  the 
Application  to  Merge  Girard  Bank,  BalaCynwyd,  Pennsylvania,  into 
Heritage  Bank,  National  Association,  Jamesburg,  New  Jersey,  un¬ 
der  the  Charter  of  the  Latter  and  with  the  Title  of  Mellon  Bank  (East) 
National  Association  (March  27,  1984),  reprinted  in  [  1983-84  Trans¬ 
fer  Binder]  Fed  Banking  L.  Rep.  (CCH)  II  99,925  ("OCC  Mellon  De¬ 
cision")  (in  1984  Heritage  had  a  grandfathered  branch  in 
Philadelphia;  the  1984  transaction  was  not  consummated  and  Heri¬ 
tage  later  became  part  of  Midlantic  National  Bank).  In  1991,  in  the 
OCC  Shawmut  Decision,  we  found  that  a  national  bank  with  its 
main  office  in  Connecticut  and  all  its  branches  in  Rhode  Island, 
was  located  in  Connecticut  for  purposes  of  a  merger  with  another 
Connecticut  Bank  See  Decision  of  the  Comptroller  of  the  Currency 
on  the  Application  of  State  Savings  Bank.  Southington,  Connecti¬ 
cut.  to  Convert  into  a  National  Banking  Association.  State  Savings 
Bank,  N  A  ,  and  Merge  into  Connecticut  National  Bank,  Hartford. 
Connecticut  (OCC  Merger  Decision  No  91-07,  April  8.  1991).  avail¬ 
able  in  1991  OCC  Ltr  LEXIS  73  ("OCC  Shawmut  Decision")  (both 
banks  owned  by  Shawmut  National  Corporation,  at  the  time  of  con¬ 
version  State  Savings  Bank  had  branches  in  Rhode  Island)  In 
1994,  in  the  OCC  First  Fidelity/New  Jersey  Decision  we  applied  the 
same  analysis  to  "located"  in  12  U.S.C  215  (the  consolidation  stat 
ute)  and  found  that  a  national  bank  with  its  main  office  In  New  Jer 
sey  and  all  its  branches  in  Pennsylvania  was  located  in  New  Jersey 
for  purposes  of  a  consolidation  with  another  New  Jersey  Bank  In 
the  OCC  NationsBank/Maryland  National  Decision  we  found  that  a 
national  bank  with  its  main  office  in  Maryland  and  all  its.  branches  in 


this  position  are  extensively  set  out  in  the  earlier  deci¬ 
sions  and  only  a  summary  will  be  presented  here. 

Section  215a  does  not  have  any  definition  or  explana¬ 
tion  of  where  a  bank  is  considered  “located".  There  is 
nothing  in  the  usual  meaning  of  the  word  "located” 
that  would  preclude  a  national  bank  from  being 
deemed  "located"  at  its  branch  offices  as  well  as  its 
main  office.  Under  section  81,  both  the  main  office 
and  branches  are  places  at  which  the  general  busi¬ 
ness  of  the  bank  is  conducted.  Although  no  court  has 
construed  the  word  "located"  in  section  215a,  there 
are  several  cases  interpreting  similar  phrases  else¬ 
where.  The  leading  case  involves  the  interpretation  of 
12  U.S.C.  36(c)  with  respect  to  a  bank  with  branches 
in  more  than  one  state.  See  Seattle  Trust  &  Savings 
Bank  v.  Bank  of  California,  N.A.,  492  F.2d  48,  51  (9th 
Cir.  1974),  cert,  denied,  419  U.S.  844  (1974)  (an  inter¬ 
state  national  bank  is  "situated"  in  each  state  in  which 
it  has  offices  for  purposes  of  establishing  additional 
branches  under  section  36(c)  and  may  establish 
branches  within  each  state  to  the  extent  that  state  al¬ 
lows  its  state  banks  to  have  branches).  Under  12 
U.S.C.  36(c),  a  national  bank  may  establish  branches 
"within  the  state  in  which  [the  bank]  is  situated'  if 
state  law  allows  state  banks  to  have  branches.  12 
U.S.C.  36(c)  (emphasis  added).  In  Seattle  Trust,  the 
Bank  of  California  (a  bank  with  its  main  office  in  Cali¬ 
fornia  and  existing  branches  in  California,  Oregon, 
and  Washington)  applied  to  establish  an  additional 
branch  in  Washington.  The  court  held  that  because  of 
its  existing  branches,  the  bank  was  “situated"  in 
Washington  for  purposes  of  establishing  branches  in 
that  state  and  could  establish  branches  to  the  extent 
Washington  allowed  Washington  banks  to  have 


the  District  of  Columbia  was  located  in  Maryland  for  purposes  of  a 
merger  with  another  Maryland  bank.  In  the  OCC  First  Pooplss  D&ci- 
sion,  we  found  that  a  national  bank  with  branches  in  Pennsylvania 
and  its  main  office  and  other  branches  in  New  Jersey  was  located 
in  Pennsylvania  for  purposes  of  a  merger  with  another  Pennsylvania 
bank  See  Decision  of  the  Office  of  the  Comptroller  of  the  Currency 
on  the  Application  for  the  Merger  of  First  Peoples  National  Bank, 
Kingston,  Pennsylvania,  with  and  into  First  Fidelity  Bank,  National 
Association,  Salem,  New  Jersey  (OCC  Corporate  Decision  No.  94- 
07,  February  23,  1994)  (“OCC  First  Peoples  Decision").  In  the  OCC 
NationsBank/D. C. -Maryland  Decision,  we  found  that  a  national 
bank  with  its  main  office  and  branches  in  Maryland  and  branches 
in  the  District  of  Columbia  was  located  in  the  District  for  purposes 
of  a  merger  with  another  District  bank.  See  Decision  of  the  Office  of 
the  Comptroller  of  the  Currency  on  the  Applications  to  Merge  Na¬ 
tionsBank  of  D  C.,  N.A.,  Maryland  National  Bank,  and  NationsBank 
of  Maryland,  N  A.  (OCC  Corporate  Decision  No  94-22,  April  29, 
1994)  ("OCC  NationsBank/D. C  -Maryland  Decision").  In  the  OCC 
Midlantic  Decision,  we  found  that  a  national  bank  with  its  main  of¬ 
fice  and  branches  in  New  Jersey  and  a  grandfathered  branch  in 
Philadelphia  was  located  in  Pennsylvania  for  purposes  of  a  merger 
with  another  Pennsylvania  bank  See  Decision  of  the  Office  of  the 
Comptroller  of  the  Currency  on  the  Application  for  the  Merger  of 
Continental  Bank,  Norristown,  Pennsylvania,  into  Midlantic  National 
Bank,  Newark.  New  Jersey  (OCC  Corporate  Decision  No  94-37, 
August  12,  1994)  ("OCC  Midlantic  Decision") 


branches.  See  Seattle  Trust,  492  F.2d  at  51.  The  OCC 
has  applied  this  principle  from  Seattle  Trust  in  prior 
decisions  involving  national  banks  with  operations  in 
more  than  one  state.  See  OCC  NationsBank/Maryland 
National  Decision  (Parts  ll-B-2  and  III);  OCC  First  Fi¬ 
delity/New  Jersey  Decision  (Parts  ll-B-2  and  III).  See 
also  OCC  decisions  listed  in  note  4  above. 

Under  section  36(c),  as  construed  in  Seattle  Trust 
and  subsequently  applied  by  the  OCC,  a  national 
bank  is  "situated"  in  each  state  in  which  it  has  offices 
for  purposes  of  establishing  branches.  We  believe  the 
same  reasoning  and  result  is  equally  applicable  to 
the  interpretation  of  "located"  in  section  215a.  In  par¬ 
ticular,  in  light  of  the  Seattle  Trust  holding,  if  section 
215a  is  not  construed  similarly,  it  would  lead  to  the 
anomalous  result  that  a  national  bank  with  existing 
branches  in  a  state  could  establish  new  branches  or 
could  acquire  additional  branches  through  purchase 
from  another  bank  in  that  state  under  section  36(c), 
but  could  not  acquire  branches  through  merger  with 
another  bank  in  that  state. 

In  the  present  case,  we  also  note  that  the  banks 
could  accomplish  the  same  result  by  having  Na- 
tionsBank-SC  purchase  all  the  assets  and  assume  all 
the  liabilities  of  NationsBank-NC,  including  taking 
over  its  main  office  and  branches,  acquiring  all  the  of¬ 
fices  as  branches  under  section  36(c).  See  Seattle 
Trust,  492  F.2d  at  51.  The  resulting  institution  would 
have  its  main  office  in  Charlotte  and  all  the  branches 
throughout  North  Carolina  and  South  Carolina.  The 
fact  that  the  same  transaction  could  be  done  as  a 
purchase  and  assumption  as  well  as  by  a  statutory 
merger  supports  our  interpretation  of  the  merger  stat¬ 
ute.  Since  the  same  result  could  occur  in  another 
form,  there  is  no  policy  reason  for  interpreting  section 
215a  narrowly. 

Accordingly,  just  as  with  "situated"  in  section  36(c), 
we  conclude  that,  in  section  215a,  a  national  bank  is 
"located"  in  each  state  where  it  maintains  a  banking 
office,  whether  the  main  office  or  a  branch.  Na- 
tionsBank-NC,  with  is  main  office  in  Charlotte  and 
branches  in  North  Carolina,  and  NationsBank-SC, 
with  its  main  office  in  Charlotte,  are  therefore  located 
in  the  same  state  for  purposes  of  section  215a.  The 
merger  is  legally  authorized  under  12  U.S.C.  215a. 

B.  The  resulting  bank  may  retain  the  offices  of  both 
banks  in  North  Carolina  and  South  Carolina  under  12 
U.S.C.  36(b)(2). 

The  applicants  have  also  requested  OCC  approval 
for  the  bank  resulting  from  the  merger  (referred  to  in 
this  section  as  "NationsBank-Carolinas"  or  "the  result¬ 
ing  bank"  to  distinguish  it  from  NationsBank-SC  prior 
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to  the  merger)  to  retain  the  branches  of  NationsBank- 
NC  in  North  Carolina  and  the  branches  of  Nations- 
Bank-SC  in  South  Carolina  as  branches  of  the 
resulting  bank  after  the  merger.  Branch  retention  fol¬ 
lowing  a  merger  or  consolidation  is  covered  by  the 
McFadden  Act.  See  12  U.S.C.  36(b)(2).  Applying  the 
various  provisions  of  section  36(b)(2)  to  the  different 
groups  of  branches  involved  in  the  merger  applica¬ 
tion,  we  find  that  NationsBank-Carolinas  is  legally 
authorized  to  retain  all  the  offices  as  branches. 

The  McFadden  Act  authorizes  the  national  bank  re¬ 
sulting  from  the  consolidation  or  merger5  of  a  national 
bank  with  another  bank  or  banks  to  retain  branches  in 
three  ways.  First,  under  section  36(b)(2)(A),  the  re¬ 
sulting  bank  may  retain  as  branches  any  of  the  main 
offices  or  branches  of  any  of  the  target  banks  in  the 
merger  if  it  might  be  established  as  a  branch  by  the 
resulting  bank  under  section  36(c).  Second,  under 
section  36(b)(2)(B),  the  resulting  bank  may  retain  any 
branch  of  any  bank  participating  in  the  merger  that 
was  in  operation  by  any  bank  on  February  25,  1927. 
Finally,  under  section  36(b)(2)(C),  the  resulting  na¬ 
tional  bank  may  retain  the  pre-merger  branches  of  the 
lead  national  bank  ( i.e .,  the  national  bank  under 
whose  charter  the  merger  is  effected)  unless  a  simi¬ 
larly  situated  state  bank  resulting  from  the  merger  of 
other  banks  into  a  state  bank  would  be  prohibited  by 
state  law  from  retaining  as  a  branch  an  identically 
situated  office.  See  12  U.S.C.  36(b)(2).6 


Section  36(b)(2)  refers  to  the  bank  resulting  from  a  "consolida¬ 
tion.'  and  paragraph  (b)(3)  specifies  that  “consolidation"  includes 
a  “merger." 

'  Section  36(b)(2)  provides: 

A  national  bank  (referred  to  in  this  paragraph  as  the  "resulting 
bank"),  resulting  from  the  consolidation  of  a  national  bank  (re¬ 
ferred  to  in  this  paragraph  as  the  "national  bank")  under 
whose  charter  the  consolidation  is  effected  with  another  bank 
or  banks,  may  retain  and  operate  as  a  branch  any  office 
which,  immediately  prior  to  such  consolidation,  was  in  opera¬ 
tion  as  — 

(A)  a  main  office  or  branch  office  of  any  bank  (other  than 
the  national  bank)  participating  in  the  consolidation  if,  un¬ 
der  subsection  (c)  of  this  section,  it  might  be  established 
as  a  new  branch  of  the  resulting  bank,  and  if  the  Comp¬ 
troller  of  the  Currency  approves  of  its  continued  operation 
after  the  consolidation; 

(B)  a  branch  of  any  bank  participating  in  the  consolidation, 
and  which,  on  February  25,  1927,  was  in  operation  as  a 
branch  of  any  bank,  or 

(C)  a  branch  of  the  national  bank  and  which,  on  February 
25  1927  was  not  in  operation  as  a  branch  of  any  bank,  if 
the  Comptroller  of  the  Currency  approves  of  its  continued 
operation  after  the  consolidation 

The  Comptroller  of  the  Currency  may  not  grant  approval  un¬ 
der  clause  (C)  of  this  paragraph  if  a  State  bank  (in  a  situation 
identical  to  that  of  the  resulting  national  bank)  resulting  from 
fhe  consolidation  mto  a  State  bank  of  another  bank  or  banks 
would  be  prohibited  by  the  law  of  such  State  from  retaining 
ar  d  operating  ar  a  branch  an  identically  situated  office  which 
was  a  branch  of  the  State  bank  immediately  prior  to  consoli 
dation 


1.  Retention  of  NationsBank-NC’s  branches. 

In  the  proposed  merger  NationsBank-NC  is  the  target 
bank,  and  NationsBank-Carolinas  is  authorized  to  re¬ 
tain  the  branches  of  NationsBank-NC  in  North  Caro¬ 
lina  under  section  36(b)(2)(A).7  Under  section 
36(b)(2)(A),  the  resulting  bank  may  retain  the 
branches  or  the  main  office  of  the  target  bank  if  the 
resulting  bank  could  establish  them  as  new  branches 
of  the  resulting  bank  under  section  36(c).  For  branch¬ 
ing  purposes  under  section  36(c),  a  national  bank  is 
"situated”  in  any  State  in  which  it  has  a  branch  or 
main  office.  See  Seattle  Trust,  supra.  In  applying  the 
branch  retention  provisions  of  section  36(b)(2)(A)  in 
context  of  mergers  involving  interstate  banks,  it  is 
therefore  necessary  to  determine  in  which  state(s)  the 
resulting  bank  is  situated.  The  OCC  has  previously 
concluded  that  the  resulting  bank  is  properly  treated 
as  situated.  The  OCC  has  previously  concluded  that 
the  resulting  bank  is  properly  treated  as  situated  in  all 
of  the  states  in  which  the  participating  banks  were 
situated  in  order  to  then  apply  the  section  36(c) 
standard.  We  first  reached  this  analysis  in  a  decision 
involving  the  conversion  of  an  interstate  bank  and  its 
subsequent  merger  into  a  national  bank,  see  OCC 
Shawmut  Decision,  and  have  applied  it  in  subsequent 
decisions  involving  mergers  with  interstate  banks. 
See,  e.g.,  OCC  NationsBank/D.  C. -Maryland  Decision; 
OCC  First  Peoples  Decision;  OCC  NationsBank/Mary¬ 
land  National  Decision;  OCC  First  Fidelity/New  Jersey 
Decision.  The  reasoning  and  support  for  this  position 
are  discussed  in  the  earlier  OCC  Shawmut  Decision, 
and  only  a  summary  of  the  analysis  will  be  presented 
here. 

Since  section  36(b)(2)(A)  refers  to  section  36(c),  it  is 
necessary  to  determine  in  which  state  the  resulting 
national  bank  is  situated.  In  contexts  in  which  all  the 
banks  operate  only  in  the  same  state,  it  is  clear  in 
what  state  the  resulting  bank  is  situated.  But  in  the 
context  of  a  national  bank  resulting  from  the  merger 
of  banks  which  already  have  lawfully  established  in¬ 
terstate  branches,  the  statutory  language  does  not 
expressly  resolve  the  issue,  and  it  becomes  neces¬ 
sary  to  fill  this  gap  through  interpretation.  We  believe 
the  proper  interpretation  is  that  the  resulting  bank  is 
situated  in  all  of  the  states  in  which  the  banks  partici¬ 
pating  in  the  merger  were  situated.  This  result  is 
based  upon  several  statutory  analysis  considerations. 
First,  this  construction  of  section  36(b)(2)(A)  is  consis- 


Since  the  main  office  of  the  NationsBank-SC.  and  also  the  mam  of¬ 
fice  of  NationsBank-Carolinas  will  be  at  One  NationsBank  Plaza  in 
Charlotte  North  Carolina  (which  is  also  the  current  location  of  Na- 
tionsBank-NC's  main  office),  NationsBank-Carolinas  does  not  pro 
pose  to  retain  NationsBank- NC's  main  office  as  a  branch  under 
section  36(b)(2)(A)  after  the  merger 
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tent  with  the  interpretation  of  "situated"  in  section 
36(c).  See  Seattle  Trust,  492  F.2d  at  51. 

Second,  in  the  context  of  an  existing  interstate  bank, 
it  is  the  simplest  application  of  the  statute  to  the  un¬ 
derlying  facts.  When  a  bank  with  its  main  office  in  one 
state  and  branches  in  another  state  merges  with  an¬ 
other  bank,  the  ordinary  assumption  would  be  that  the 
resulting  bank  continues  to  be  situated  in  the  same 
places.  There  is  no  logical  reason  to  disregard  some 
of  the  existing  locations  of  the  merging  banks  in  de¬ 
termining  the  location  of  the  resulting  bank  at  the  mo¬ 
ment  of  its  creation,  unless  the  statutory  language 
clearly  requires  another  result.  Cf.  Old  Kent  Bank  & 
Trust  Company  v.  Martin,  281  F.2d  61,  63  (D.C.  Cir. 
1960)  (construing  12  U.S.C.  321;  in  merger  of  national 
bank  with  branches  into  state  member  bank,  the 
branches  are  retained  as  an  incident  of  the  merger  in 
the  absence  of  clear  language  to  the  contrary).  With 
respect  to  the  power  to  retain  branches  within  each 
state,  the  statute  does  expressly  require  the  branches 
to  be  re-examined  under  its  terms.  But  with  respect  to 
determining  in  which  state  or  states  the  bank  is 
treated  as  situated  in  conducting  that  re-examination, 
the  statute  does  not  indicate  that  any  of  the  prede¬ 
cessor  banks'  existing  states  is  to  be  ignored. 

Third,  this  result  is  consistent  with  the  statutory  power 
to  retain  branches  directly  under  the  consolidation 
statute  at  an  earlier  time  period  when  the  McFadden 
Act  did  not  yet  exist.  The  statutory  provision  authoriz¬ 
ing  the  consolidation  of  national  banks  was  originally 
enacted  in  1918  ("1918  Act")8  At  that  time,  there  was 
no  general  branching  statute  for  national  banks.  But 
there  was  an  1865  provision  that  expressly  allowed 
any  state  bank  converting  to  a  national  charter  to 
keep  branches  it  had  ("1865  Act").9  So,  in  1918  and 


8 See  Act  of  November  7,  1981,  ch.  209,  40  Stat.  1043  (codified  as 
amended  at  12  U.S.C.  215).  The  1918  Act  authorized  two  or  more 
national  banks  to  consolidate  into  one  national  bank.  The  Act  was 
later  amended  to  add  provisions  for  mergers,  as  well  as  consolida¬ 
tions,  between  national  banks  and  for  mergers  or  consolidations  of 
state  banks  into  national  banks.  (Previously,  state  banks  were  re¬ 
quired  first  to  convert  into  national  banks  under  12  U.S.C  35  and 
then  consolidate  under  the  1918  Act.)  Recently,  the  Riegle-Neal  Act 
further  amended  the  1918  Act  and  renamed  it  the  'National  Bank 
Consolidation  and  Merger  Act".  See  Riegle-Neal  Act  102(b)(4) 

9See  Act  of  March  3,  1865,  ch.  78  7(proviso),  13  Stat  469,  484 
The  1865  Act  was  included  in  the  Revised  Statutes  as  follows: 

It  shall  be  lawful  for  any  bank  or  banking  association  organ¬ 
ized  under  State  laws,  and  having  branches,  the  capital  being 
joint  and  assigned  to  and  used  by  the  mother-bank  and 
branches  in  definite  proportions,  to  become  a  national  bank¬ 
ing  association  in  conformity  with  existing  laws,  and  to  retain 
and  keep  in  operation  its  branches,  or  such  one  or  more  of 
them  as  it  may  elect  to  retain;  the  amount  of  the  circulation  re¬ 
deemable  at  the  mother-bank,  and  each  branch,  to  be  regu¬ 
lated  by  the  amount  of  capital  assigned  to  and  used  by  each 

Rev  Stat  5155  (prior  to  1927  amendment  by  the  McFadden  Act) 


thereafter,  there  were  some  national  banks  that  had 
branches — i.e.,  state  banks  with  branches  that  had 
converted.  After  1918,  these  national  banks  could 
consolidate  under  the  1918  Act  with  other  national 
banks  that  were  originally  chartered  national  banks. 
This  would  raise  the  question  whether  the  resulting 
bank  could  keep  the  branches  of  the  predecessor 
converted  state  bank.  The  resulting  bank  was  no 
longer  the  converted  state  bank  and  so  did  not  itself 
have  branching  authority  directly  under  the  1865  Act. 
But  the  1918  Act  provided  that  all  the  rights,  fran¬ 
chises,  interests,  and  property  of  the  consolidating 
banks  are  deemed  transferred  to  the  consolidated 
bank;  and  so  the  outcome  was  that  the  resulting  bank 
succeeded  to  the  branching  rights  of  the  predeces¬ 
sor  bank  under  the  1918  Act.  The  1918  Act  was  used 
to  acquire  branches  by  acquiring  a  converted  state 
bank.  See  1926  Annual  Report  of  the  Comptroller  of 
the  Currency  14-15  (list  of  national  banks  with 
branches  under  1918  Act).  See  also  Ginsberg,  Inter¬ 
state  Banking,  9  Hofstra  L.  Rev.  1133,  1153  (1981). 
Interstate  Banking,  9  Hofstra  L.  Rev.  1133,  1153 
(1981).  These  statutory  developments  are  discussed 
in  more  detail  in  earlier  OCC  decisions.  See  OCC  Na¬ 
tionsBank/Maryland  National  Decision  (Part  ll-B-1-b); 
OCC  First  Fidelity/New  Jersey  Decision  (Part  ll-B-1-b). 

Thus,  between  1918  and  1927  the  consolidation  stat¬ 
ute  itself  was  the  authority  for  the  resulting  bank  to 
continue  the  branches.  In  1927,  the  McFadden  Act 
amended  Revised  Statutes  5155  to  add,  inter  alia, 
specific  provisions  covering  branch  retention  in  con¬ 
solidations,  thereby  superseding  the  general  power  to 
retain  under  the  1918  Act  in  this  area.  Nevertheless, 
in  interpreting  section  36(b)(2)(A)  today  on  an  issue 
that  the  statute  does  not  expressly  address,  it  is  not 
inappropriate  to  look  back  to  the  underlying  merger 
authority.  And,  just  as  the  1918  Act  provided  that  the 
consolidation  carried  the  existing  branches  forward  to 
the  successor  bank,  so  today  we  interpret  section 
36(b)(2)(A)  in  a  manner  that  carries  existing  states 
forward  to  the  successor  bank  for  purposes  of  deter¬ 
mining  in  which  states  the  resulting  bank  is  situated. 

Fourth,  the  literal  language  of  section  36(b)(2)(A), 
while  not  directly  addressing  this  issue,  supports  the 
OCC’s  interpretation.  The  language  of  the  section  fo¬ 
cuses  on  whether  the  "resulting  bank"  could  establish 
the  branches  of  a  participating  bank  as  new 
branches.  The  term  "resulting  bank"  expressly  refers 
to  the  combined  bank  that  results  from  the  merger,  as 
distinct  from  either  of  the  pre-existing  banks.  In  par¬ 
ticular,  the  "resulting  bank"  is  differentiated  from  the 
term  “national  bank"  which  is  used  to  refer  the  acquir¬ 
ing  bank  As  a  consequence,  it  is  appropriate  to  con¬ 
sider  where  all  participating  banks— and  not  merely 
the  acquiring  bank— had  locations  prior  the 
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merger.  Moreover,  to  adopt  another  interpretation  and 
use  only  the  locations  of  the  acquiring  bank  in  deter¬ 
mining  where  the  resulting  bank  is  situated  would.not 
give  effect  to  the  actual  wording  of  36(b)(2)(A),  but  in¬ 
stead  would  be  construing  it  as  if  the  term  “national 
bank'  were  substituted  for  "resulting  bank."  Since  the 
OCC's  interpretation  gives  effect  to  Congress'  use  of 
the  term  "resulting  bank"  in  this  context,  there  is  no 
warrant  to  disregard  the  language  of  the  statute. 

Finally,  transactions  could  be  structured  in  a  different 
form  that  reaches  a  similar  end  result  as  our  interpre¬ 
tation  of  section  36(b)(2)(A),  and  so  there  is  no  policy 
reason  not  to  adopt  this  construction  of  section  36(b). 
In  this  proposal,  the  transaction  is  structured  as  a 
statutory  merger  of  NationsBank-NC  into  Nations- 
Bank-SC.  The  parties  could  effect  a  similar  transac¬ 
tion  in  the  form  of  a  purchase  and  assumption  of 
NationsBank-NC  by  NationsBank-SC.  In  that  case, 
the  ability  of  NationsBank-SC  to  establish  the 
branches  of  NationsBank-NC  would  be  clearly  author¬ 
ized  under  section  36(c).  See  Seattle  Trust,  supra. 
The  end  result  is  similar:  a  combined  bank  with 
branches  in  both  states.  Since  branch  retention  in 
other  forms  of  the  transaction  is  authorized  under 
other  parts  of  section  36,  it  is  not  unreasonable  to 
conclude  that  section  36(b)(2)(A)  authorizes  branch 
retention  in  this  form  of  the  transaction. 

In  the  present  merger  application,  both  of  the  partici¬ 
pating  banks  had  offices  in  North  Carolina.  Accord¬ 
ingly,  the  resulting  bank,  NationsBank-Carolinas,  is 
situated  in  North  Carolina  (as  well  as  South  Carolina) 
for  purposes  of  sections  36(b)(2)(A)  &  36(c).  North 
Carolina  law  permits  North  Carolina-chartered  banks 
to  branch  within  the  State  without  geographic  limita¬ 
tion.  See  N.C.  Gen.  Stat.  53-62(b).  Thus,  a  national 
bank  situated  in  North  Carolina  could  establish 
branches  under  section  36(c)  at  all  the  locations  at 
which  NationsBank-NC  has  offices.  Therefore,  Na¬ 
tionsBank-Carolinas  may  retain  the  branches  of  Na- 
tionsBank-NC  under  section  36(b)(2)(A). 

2  Retention  of  NationsBank-SC’s  branches. 

In  the  proposed  merger,  NationsBank-SC  is  the  ac¬ 
quiring  or  lead  bank,  i.e. ,  the  bank  under  whose  char¬ 
ter  the  merger  is  effected.  Section  36(b)(2)(C)  of  the 
McFadden  Act  authorizes  the  national  bank  resulting 
from  a  merger  to  retain  and  operate  as  a  branch  any 
branch  of  the  lead  bank  that  existed  prior  to  the 
merger,  unless  a  state  bank  resulting  from  a  merger 
would  be  "prohibited"  by  state  law  from  retaining  as  a 
branch  an  identically  situated  office  of  a  state  bank. 
In  prior  merger  decisions  involving  interstate  national 
banks  the  OCC  has  addressed  the  interpretation  of 
section  36(b)(2)(C)  with  respect  to’interstate  branches. 


See  OCC  Midlantic  Decision;  OCC  NationsBank/D  C  - 
Maryland  Decision;  OCC  First  Peoples  Decision.  See 
also  OCC  First  Fidelity/New  Jersey  Decision.  We  de¬ 
termined  that  section  36(b)(2)(C)  should  be  applied  in 
the  same  manner  as  sections  36(c)  and  36(b)(2)(A), 
so  that  the  resulting  national  bank  is  treated  as  situ¬ 
ated  in  each  state  in  which  it  operates  in  applying 
section  36(b)(2)(C).  Thus,  the  power  of  the  resulting 
bank  to  retain  the  lead  bank’s  branches  in  each  state 
is  determined  by  reference  to  that  state’s  laws  for  that 
state’s  banks.  Therefore,  under  section  36(b)(2)(C), 
NationsBank-Carolinas  may  retain  and  continue  to 
operate  NationsBank-SC’s  branches  in  South  Caro¬ 
lina  following  the  merger. 

Paragraph  (C)  was  added  in  1962  to  address  a  prob¬ 
lem  that  had  arisen  under  prior  law. 10  Congressional 
intent  in  addressing  the  problem  is  clear.  Congress’ 
response  was  to  add  a  new  branch  retention  provi¬ 
sion.  Its  purpose  was  to  allow  the  acquiring  bank  in  a 
merger  to  keep  its  existing  branches,  even  if  they 
could  no  longer  be  newly  established  under  section 
36(c),  unless  the  state  had  affirmatively  acted  to  pro¬ 
hibit  state  banks  in  the  same  situation  from  retaining 
branches.  See  H  R.  Rep.  No.  2256,  87th  Cong.,  2d  Sess. 
1-2  (1962);  S.  Rep.  No.  2040,  87th  Cong.,  2d  Sess.  1-2 
(1962);  108  Cong.  Rec.  16631-32  (1962).  See  also  OCC 
Mellon  Decision  (discussing  legislative  history). 

Thus,  section  36(b)(2)  now  differentiates  between 
branches  of  target  banks  and  branches  of  the  lead 
bank.  State  law  on  the  establishment  of  new  branches 
applies  to  the  resulting  bank’s  retention  of  the 
branches  of  the  target  bank  under  paragraph  (A);  but 
it  does  not  apply  to  the  resulting  bank’s  retention  of 
the  branches  of  the  lead  bank  under  paragraph  (C). 
Instead,  a  different  rule  applies:  The  branches  may 
be  retained  unless  the  state  has  expressly  prohibited 
it. 


'Before  the  McFadden  Act,  the  law  had  been  simply  that  a  na¬ 
tional  bank  resulting  from  the  conversion  of  a  state  bank  or  from  a 
consolidation  could  retain  the  branches  The  McFadden  Act  pro¬ 
vided  only  for  retention  of  grandfathered  branches.  This  led  to  an 
unintended  consequence  as  time  went  on  after  1927  for  branches 
initially  established  after  1927,  if  state  law  or  other  circumstances 
had  changed  since  the  branch  was  originally  established  such  that 
it  could  not  be  re-established  de  novo  by  the  resulting  bank,  it  was 
unclear  whether  the  resulting  national  bank  could  keep  the  branch 
This  was  addressed  in  the  1962  amendments.  In  addition  to  retain¬ 
ing  branches  of  the  target  bank  that  could  be  established  under 
section  36(c)  and  retaining  grandfathered  branches,  the  converting 
or  consolidating  bank  could  retain  its  own  existing  branches  unless 
the  State  had  expressly  prohibited  retention  in  such  circumstances 
The  amendment  also  restructured  section  36(b),  creating  separate 
paragraphs  for  conversion  and  for  consolidation  The  substantive 
changes  are  in  sections  36(b)(1)(C)  and  36(b)(2)(C)  Sections 
36(b)(  1  )(A)A(B)  and  36(b)(2)(A)&(B)  carry  forward  prior  law  See 
Act  of  September  28.  1962.  Pub  L  No  87  721.  76  Stat  667 
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When  the  lead  bank  in  a  merger  already  operates  in 
more  than  one  state  or  when  the  resulting  bank 
would  operate  in  more  than  one  state,  it  is  neces¬ 
sary  to  determine  how  section  36(b)(2)(C)  applies 
in  the  case  of  an  interstate  bank,  i.e.,  how  should 
the  references  to  state  law  and  state  banks  in  sec¬ 
tion  36(b)(2)(C)  be  construed?  We  believe  the 
proper  interpretation  in  section  36(b)(2)(C)  in  the 
case  of  an  interstate  bank  is  the  same  one  that  was 
adopted  for  sections  36(c)  and  36(b)(2)(A)  in  the 
case  of  an  interstate  bank.  Thus,  with  respect  to  the 
retention  of  branches  within  each  state,  it  is  that 
state’s  law  for  in-state  mergers  of  its  banks  that  is 
used.  This  interpretation  parallels  the  interpretation 
of  “situated"  in  sections  36(c)  and  36(b)(2)(A):  the 
ability  of  the  interstate  bank  to  establish  or  retain 
branches  in  each  of  its  states  is  governed  by  the 
appropriate  provisions  of  that  state’s  laws.  The  re¬ 
sulting  bank  is  treated  as  a  bank  in  each  state  in 
applying  the  branch  retention  rule  of  clause  (C)  for 
the  branches  in  that  state.  This  result  is  simpler  to 
apply  than  an  interpretation  that  would  use  one 
state’s  laws  to  apply  to  branch  retention  in  another 
state.  It  is  consistent  with  interpretation  of  related 
provisions  in  the  McFadden  Act.  Finally,  it  is  consis¬ 
tent  with  the  legislative  history.  Since  the  1962 
amendment  was  intended  to  make  the  branch  re¬ 
tention  rule  for  the  lead  bank’s  branches  in  clause 
(C)  more  liberal  than  the  rule  for  target  bank 
branches  in  clause  (A),  clause  (C)  must  allow  at 
least  as  much  branch  retention  as  clause  (A).  In  the 
present  case,  if  the  clause  (A)  rule  were  applied  to 
retaining  the  branches  of  NationsBank-SC,  the 
branches  could  be  retained  because  the  bank  is 
situated  in  South  Carolina  for  purposes  of  estab¬ 
lishing  new  branches  under  section  36(c). 

With  respect  to  the  South  Carolina  branches,  there  is 
no  provision  of  South  Carolina  law  that  would  prohibit 
retention  of  these  branches  by  a  South  Carolina-char¬ 
tered  bank  following  a  merger.1 * * * * * * * * * 11  Indeed,  South  Caro¬ 
lina  allows  a  South  Carolina-chartered  bank  to  retain 
branches  after  a  merger  with  another  bank.  See  S.C. 
Code  Ann.  34-3-850(D)  (state  bank  merger  provi¬ 
sions).  See  also  S.C.  Code  Ann.  34-1-70  (general 
South  Carolina  branching  statute).  Thus,  NationsBank- 
Carolinas  may  retain  the  South  Carolina  branches  of 
NationsBank-SC  under  section  36(b)(2)(C). 


nThe  use  of  the  term  "prohibited"  in  section  36(b)(2)(C)  implies 
that  there  must  be  an  express  prohibition  in  state  statute,  retention 
of  a  branch  is  not  prohibited  merely  because  there  is  a  lack  of  an 
express  affirmative  permission  The  OCC  has  previously  concluded 
this  is  the  intended  meaning  of  the  provisions  of  section 
36(b)(2)(C).  See,  e  g  ,  OCC  Mellon  Decision 


C.  Conclusion 

In  conclusion,  our  legal  analysis  of  this  Merger  Appli¬ 
cation  follows  our  analysis  of  prior  merger  proposals 
involving  an  interstate  bank.  We  find  that  the  merger 
of  NationsBank-NC  into  NationsBank-SC  is  legally 
authorized  under  12  U.S.C.  215a.  We  also  find  that  af¬ 
ter  the  merger  the  resulting  bank  is  legally  authorized 
to  retain  and  operate  as  branches  the  branches  of 
both  banks  in  North  Carolina  and  South  Carolina  un¬ 
der  the  McFadden  Act,  12  U.S.C.  36(b)(2)  12  Accord¬ 
ingly,  the  Merger  Application  is  legally  authorized. 13 

IV.  Legal  Authority  for  the  Branch  Application 

In  the  branch  application.  NationsBank-Carolinas 
has  applied  to  establish  a  branch,  following  the 
merger,  at  the  former  location  of  NationsBank-SC’s 
main  office  in  Rock  Hill.  As  discussed  above,  after 
the  merger  NationsBank-Carolinas  will  have 
branches  in  South  Carolina  and  will  therefore  be 
“situated”  in  South  Carolina  for  purposes  of  estab¬ 
lishing  additional  branches  in  South  Carolina  under 
12  U.S.C.  36(c)  See  Seattle  Trust,  492  F.2d  at  51. 
South  Carolina  law  permits  South  Carolina-char¬ 
tered  banks  to  establish  branches  without  geo¬ 
graphic  limitation.  See  S.C.  Code  Ann.  34-1-70. 
Thus,  a  national  bank  situated  in  South  Carolina 
may  establish  branches  in  South  Carolina  under 
section  36(c).  Therefore,  NationsBank-Carolinas' 
establishment  of  a  branch  at  NationsBank-SC’s  for¬ 
mer  main  office  location  in  Rock  Hill  is  authorized 
under  section  36(c). 


1  "Among  the  branches  of  both  NationsBank-NC  and  NationsBank- 
SC,  there  are  several  CBCT  branches  for  which  each  bank  has  re¬ 

ceived  final  approval  but  which  are  not  yet  physically  opened 
These  are  included  in  the  branches  that  the  resulting  bank  is 

authorized  to  retain  under  section  36(b)(2)  Moreover,  since  Na¬ 
tionsBank-Carolinas  will  be  situated  in  each  state  after  the  merger. 

see  Seattle  Trust,  supra,  it  could  have  applied  to  establish  them,  as 
well  as  future  branches,  under  section  36(c)  See  Part  IV  below 

13Our  analysis  of  the  legal  authority  for  the  Merger  Application  is 

based  on  current  law,  in  particular  12  U.S.C.  215a,  36(b)(2)  & 

36(c).  The  recently  enacted  interstate  banking  and  branching  legis¬ 

lation  does  not  change  the  legal  analysis  and  result,  and  may  in 

fact  have  strengthened  it.  See  Riegle-Neal  Act  supra  The  Riegle- 

Neal  Act  adds  a  new  section  44  to  the  Federal  Deposit  Insurance 

Act  that  authorizes  certain  interstate  branching  transactions  begin¬ 

ning  on  June  1.  1997.  It  also  makes  conforming  amendments  to  the 
provisions  on  mergers  and  consolidations  of  national  banks  (add¬ 
ing  a  new  section  that  follows  215  and  215a)  and  to  the  McFadden 

Act  (adding  a  new  subsection  36(d))  that  add  merger  and  branch¬ 
ing  provisions  for  national  banks  to  correspond  to  the  section  44 
transactions  However,  existing  authority  in  sections  215  and  215a 
and  in  sections  36(a),  36(b)  and  36(c)  is  not  changed  The  statutory 
language  and  legislative  history  clearly  contemplate  that  existing 
authority  under  these  provisions  remains  in  effect  See  further  dis 
cussion  in  note  3  above 
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V.  Additional  Statutory  and  Policy  Reviews 
A.  The  Bank  Merger  Act 

The  Bank  Merger  Act  requires  the  OCC's  approval  for 
any  merger  between  insured  banks  where  the  result¬ 
ing  institution  will  be  a  national  bank.  The  OCC  gener¬ 
ally  may  not  approve  a  merger  which  would 
substantially  lessen  competition.  Additionally,  the 
"banking  factors"  which  include  the  financial  and 
managerial  resources  and  future  prospects  of  the  ex¬ 
isting  and  proposed  institutions,  and  the  convenience 
and  needs  of  the  community  to  be  served  must  also 
be  considered.  For  the  reasons  stated  below,  we  find 
the  merger  application  may  be  approved  under  12 
U.S.C.  1828(c). 

1.  Competitive  analysis 

Since  NationsBank-SC  and  NationsBank-NC  are  al¬ 
ready  owned  by  the  same  bank  holding  company, 
their  merger  would  have  no  anticompetitive  effects. 

2.  Financial  and  managerial  resources 

The  operations  of  the  two  banks  are  currently  man¬ 
aged  in  a  co-ordinated  manner.  Thus,  the  merger  will, 
at  a  minimum,  place  no  additional  burden  on  existing 
resources.  The  financial  and  managerial  resources  of 
the  two  banks  are  presently  satisfactory.  As  a  result  of 
the  merger,  the  combined  bank  is  expected  to  be 
able  to  improve  its  management  and  control  systems 
through  the  organizational  efficiencies  that  come  with 
running  a  unified  bank.  In  addition,  future  earnings 
will  benefit  from  the  cost  savings  that  will  result  from 
the  merger.  The  capital  and  reserves  of  the  two  banks 
will  now  be  available  to  support  activities  throughout 
all  the  offices  of  the  combined  bank.  The  asset  portfo¬ 
lio  of  the  combined  bank  will  be  more  diverse. 

Thus,  the  merger  has  the  potential  to  enhance  the  re¬ 
sulting  bank's  financial  and  managerial  resources 
and  future  prospects.  We  find  that  the  financial  and 
managerial  resources  of  the  resulting  bank  do  not 
raise  concerns  that  would  cause  these  applications  to 
be  disapproved.  The  future  prospects  of  the  institutions, 
individually  and  combined,  are  considered  favorable. 

3.  Convenience  and  needs 

The  combined  bank  will  meet  the  convenience  and 
needs  of  the  communities  to  be  served.  Upon  com¬ 
pletion  of  the  merger,  customers  of  both  banks  will 
have  available  to  them  a  significantly  greater  number 
of  branches  at  which  to  bank.  Especially  benefitting 
will  be  those  customers  who  liye  in  South  Carolina 


and  work  in  North  Carolina  or  vice  versa  Currently, 
banking  is  not  as  convenient  as  it  could  be  for  cus¬ 
tomers  who  frequently  travel  across  the  state  line  or 
for  business  customers  who  have  operations  in  both 
states.  Following  the  merger,  customers  would  be 
dealing  with  the  same  bank  in  both  states  and  will  be 
able  to  readily  access  their  accounts  near  home  or 
work.  The  merger  will  permit  the  resulting  bank  to  bet¬ 
ter  serve  its  customers  and  at  a  lower  cost. 

The  combined  resources,  including  capital  and  re¬ 
serves,  of  the  currently  separate  banks  will  provide  a 
more  substantial  capital  cushion  for  unexpected 
losses  as  well  as  provide  business  customers  with  a 
higher  legal  lending  limit. 

Both  banks  currently  offer  a  full  line  of  banking  serv¬ 
ices,  and  there  will  be  no  reductions  in  the  products 
or  services  as  a  result  of  the  merger.  The  combined 
bank  will  continue  to  offer  a  full  line  of  banking  prod¬ 
ucts  and  services.  No  branch  closings  are  contem¬ 
plated  as  a  result  of  the  merger.  However,  as  part  of 
its  ongoing  acquisition  plans,  NationsBank-Carolinas 
evaluates  branches  acquired  in  transactions  and,  as 
a  part  of  the  normal  course  of  business,  may  close  re¬ 
dundant  or  unprofitable  branches.  Any  such  closures 
will  be  made  in  accordance  with  applicable  statutes 
and  regulations  and  will  consider  the  needs  of  the 
community  affected. 

B.  The  Community  Reinvestment  Act 

The  Community  Reinvestment  Act  requires  the  OCC 
to  take  into  account  the  applicants’  record  of  meeting 
the  credit  needs  of  its  entire  community,  including 
low-  and  moderate-income  neighborhoods,  when 
evaluating  certain  applications.  See  12  U.S.C.  2903. 
NationsBank-SC  has  received  a  satisfactory  rating, 
and  NationsBank-NC  an  outstanding  rating,  from  the 
OCC  with  respect  to  their  CRA  performance. 

The  merger  into  one  bank  should  have  no  adverse 
effect  on  the  combined  bank's  CRA  performance. 
The  combined  bank  will  carry  forward  and  continue 
to  serve  the  same  delineated  communities  as  the 
merging  banks.  It  will  be  using  the  same  CRA  state¬ 
ments,  policies,  programs,  and  personnel  that  the 
banks  have  today.  The  combined  bank’s  commit¬ 
ment  and  ability  to  help  meet  the  credit  needs  of  all 
the  communities  it  serves  should  be  no  different 
whether  the  communities  are  in  separate  states  or 
in  separate  areas  of  one  state.  The  merger  and  op¬ 
eration  of  interstate  branches  do  not  alter  Na¬ 
tionsBank-Carolinas'  obligation  to  help  meet  the 
credit  needs  of  its  communities  in  South  Carolina 
and  North  Carolina. 
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VI.  Conclusion  and  Approval 


Frank  Maguire 

Senior  Deputy  Comptroller  for 
For  the  reasons  set  forth  above,  the  relocation  appli-  Corporate  Activities  and  Policy  Analysis 
cation,  the  merger  application,  and  the  branch  appli¬ 
cation  are  legally  authorized  under  12  U.S.C.  30,  36, 
and  215a.  The  transactions  also  meet  the  criteria  for 
approval  under  other  statutory  factors.  Accordingly, 
these  applications  are  hereby  approved. 


LIBERTY  NATIONAL  BANK  AND  TRUST  COMPANY, 

Dickinson,  North  Dakota,  and  The  First  National  Bank  of  Bowman,  Bowman,  North  Dakota 


Names  of  institutions  and  type  of  transaction  Total  assets 


Liberty  National  Bank  and  Trust  Company,  Dickinson,  North  Dakota  (12401),  with .  $73,823,000 

and  The  First  National  Bank  of  Bowman,  Bowman,  North  Dakota  (8976),  with .  51 ,166,000 

merged  January  1 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . . 1 24,989,000 


COMMUNITY  FIRST  NATIONAL  BANK  OF  FARGO, 

Fargo,  North  Dakota,  and  Community  First  State  Bank  of  Cooperstown,  Cooperstown,  North  Dakota,  and 
Community  First  National  Bank  of  Wahpeton,  Wahpeton,  North  Dakota,  and  Community  First  National  Bank  of 
Lidgerwood,  Lidgerwood,  North  Dakota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Community  First  National  Bank  of  Fargo,  Fargo,  North  Dakota  (5087),  with . 

and  Community  First  State  Bank  of  Cooperstown,  Cooperstown,  North  Dakota,  with . 

and  Community  First  National  Bank  of  Wahpeton,  Wahpeton,  North  Dakota  (1 2875),  with . 

and  Community  First  National  Bank  of  Lidgerwood,  Lidgerwood,  North  Dakota  (12776),  with . 

merged  January  3,  1 995,  under  charter  5087  and  title  “Community  First  National  Bank."  The  merged  bank  at  date 
of  merger  had . . 


$166,891,000 

51,009,000 

60,672,000 

27,786,000 

306,358,000 


THE  RUSSELL  NATIONAL  BANK, 

Lewistown,  Pennsylvania,  and  Peoples  National  Bank  of  Central  Pennsylvania,  State  College,  Pennsylvania 


Names  of  institutions  and  type  of  transaction 


Total  assets 


The  Russell  National  Bank,  Lewistown,  Pennsylvania,  (10506),  with . 

and  Peoples  National  Bank  of  Central  Pennsylvania,  State  College,  Pennsylvania  (1 2261 ),  with 

merged  March  20,  1995,  under  charter  10506  and  title  “Omega  Bank,  National  Association."  The  merged  bank  at  date 

of  merger  had . . 


$178,668,000 

330,155,000 

509,571,000 


FIRST  NATIONAL  BANK  OF  SHELBYVILLE,, 

Shelbwille,  Tennessee,  and  The  Peoples  Bank  of  Elk  Valley,  Fayetteville,  Tennessee 

Names  of  institutions  and  type  of  transaction 

Total  assets 

$164,775,000 

First  National  BanK ot  bneiuyviiie,  oneiuyviiie,  lennessee  v,u/°^/»  . . 

and  The  Peoples  Bank  of  Elk  Valley,  Fayetteville,  Tennessee,  with 

merged  January  26  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

25,564,000 

190,339.000 

*  *  * 


BOATMEN’S  FIRST  NATIONAL  BANK  OF  AMARILLO, 

Amarillo  Texas,  and  Citizens  State  Bank  of  Dalhart,  Dalhart,  Texas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

$1,020,455,000 

Boatmen's  First  National  Bank  ot  Amarillo,  Amarmo,  iexdb  ^  ih;,  wiui . 

141,573,000 

and  Citizens  State  Bankot  uainari,  uainari,  lexas,  wmi  •  • 

mprgpd  January  31  1995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

1,158,862.000 
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MIDLAND  NATIONAL  BANK, 

Midland,  Texas,  and  Texas  National  Bank  of  Midland,  Midland,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Midland  National  Bank,  Midland,  Texas  (22650),  with .  $261 ,900,000 

and  Texas  National  Bank  of  Midland,  Midland,  Texas  (1 7517),  with .  172,800,000 

merged  February  24,  1995,  under  charter  22650  and  title  “Norwest  Bank  Texas,  National  Association." 

The  merged  bank  at  date  of  merger  had .  434,700,000 

★  *  * 

INWOOD  NATIONAL  BANK, 

Dallas,  Texas,  and  Turtle  Creek  National  Bank,  Dallas,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Inwood  National  Bank,  Dallas,  Texas  (15292),  with .  $130,881,000 

and  Turtle  Creek  National  Bank,  Dallas,  Texas  (17902),  with .  63,361 ,000 

merged  March  3,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 85,708,000 


FIRST  NATIONAL  BANK  OF  SOUTH  TEXAS, 

San  Antonio,  Texas,  and  The  State  Bank  of  La  Vernia,  La  Vernia,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  National  Bank  of  South  Texas,  San  Antonio,  Texas  (1661 8),  with .  $186,288,000 

and  The  State  Bank  of  La  Vernia,  La  Vernia,  Texas,  with .  64,740,000 

merged  March  23,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  243,763,000 

*  *  * 

NATIONSBANK  OF  VIRGINIA,  NATIONAL  ASSOCIATION, 

Richmond,  Virginia,  and  NationsBank,  National  Association,  McLean,  Virginia 

Names  of  institutions  and  type  of  transaction  Total  assets 

NationsBank  of  Virginia,  National  Association,  Richmond,  Virginia  (1 11 1),  with .  $12,672,000,000 

and  NationsBank,  National  Association,  McLean,  Virginia  (22546),  with .  18,756,000,000 

merged  March  8,  1995,  under  charter  1111  and  title  "NationsBank,  National  Association."  The  merged  bank  at  date  of 

merger  had .  29.828,000,000 


FIRSTAR  BANK  MILWAUKEE,  NATIONAL  ASSOCIATION, 

Milwaukee,  Wisconsin,  and  First  Bank  Southeast  of  Lake  Geneva,  National  Association,  Lake  Geneva,  Wisconsin 

Names  of  institutions  and  type  of  transaction  Total  assets 

Firstar  Bank  Milwaukee,  National  Association,  Milwaukee,  Wisconsin  (64),  with .  $5,620,000,000 

and  First  Bank  Southeast  of  Lake  Geneva,  National  Association,  Lake  Geneva,  Wisconsin  (3125),  with .  160,000,000 

merged  February  27,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,780,000,000 

*  *  * 

NORWEST  BANK  WISCONSIN,  NATIONAL  ASSOCIATION, 

Milwaukee,  Wisconsin,  and  Norwest  Bank  Eau  Claire,  National  Association,  Eau  Claire,  Wisconsin _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Norwest  Bank  Wisconsin,  National  Association,  Milwaukee,  Wisconsin  (15057),  with .  $1,544,384,000 

and  Nonwest  Bank  Wisconsin  Eau  Claire,  National  Association,  Eau  Claire,  Wisconsin  (13645),  with .  152,558,000 

merged  March  24.  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  1,696,942,000 
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Affiliated  Mergers  (thrift) 


BANK  SOUTH,  NATIONAL  ASSOCIATION, 

Atlanta,  Georgia,  and  Gwinnett  Federal  Bank,  F.S.B.,  Lawrenceville,  Georgia 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  South,  National  Association,  Atlanta,  Georgia  (9617),  with .  $6,676,133,000 

and  Gwinnett  Federal  Bank,  F.S.B.,  Lawrenceville,  Georgia,  with .  329,170,000 

merged  February  1 7,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  7,005,303,000 


NATIONAL  CITY  BANK  INDIANA, 

Indianapolis,  Indiana,  and  First  Federal  Savings  Bank  of  Kokomo,  Kokomo,  Indiana 

Names  of  institutions  and  type  of  transaction  Total  assets 

National  City  Bank  Indiana,  Indianapolis,  Indiana  (869),  with .  $4,935,775,000 

and  First  Federal  Savings  Bank  of  Kokomo,  Kokomo,  Indiana,  with .  241 ,942,000 

merged  January  1 ,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,1 92,743,000 

it *  *  * 

THE  FIRST  NATIONAL  BANK  IN  MASSILLON, 

Massillon,  Ohio,  and  Citizens  Savings  Bank  of  Canton,  Canton,  Ohio 

Names  of  institutions  and  type  of  transaction  Total  assets 

The  First  National  Bank  in  Massillon,  Massillon,  Ohio  (13687),  with .  $239,559,000 

and  Citizens  Savings  Bank  of  Canton,  Canton,  Ohio .  771 ,806,000 

merged  January  31,  1995,  under  charter  13687  and  title  "Citizens  National  Bank.”  The  merged  bank  at  date  of  merger  had  1 ,01 1 ,365,000 


UNION  PLANTERS  BANK  OF  EAST  TENNESSEE,  NATIONAL  ASSOCIATION, 

Knoxville,  Tennessee,  and  First  Federal  Savings  Bank  of  Maryville,  Maryville,  Tennessee 

Names  of  institutions  and  type  of  transaction  Total  assets 

Union  Planters  Bank  of  East  Tennessee,  National  Association,  Knoxville,  Tennessee  (22760),  with  .  $222,063,000 

and  First  Federal  Savings  Bank  of  Maryville,  Maryville,  Tennessee,  with .  184,022,000 

merged  January  13,  1995,  under  charter  and  title  of  the  former.The  merged  bank  at  date  of  merger  had  _ 406,085,000 

*  *  * 
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1994  Annual  CFO  Financial  Statements 


Comptroller’s  Message 


In  1994,  the  OCC  proceeded  with  its  efforts  to  focus  its 
resources  on  the  four  pillars  of  the  agency’s  agenda. 
These  four  pillars  are: 

•  To  ensure  the  safety  and  soundness  of  the 
national  banking  system. 

•  To  promote  the  ability  of  banks  to  compete  in 
the  marketplace. 

•  To  improve  the  efficiency  and  effectiveness  of 
OCC  supervision,  including  reducing  regula¬ 
tory  burden. 

•  To  ensure  fair  and  equal  access  to  financial 
services  for  all  Americans. 

National  banks  in  1994  experienced  their  third  con¬ 
secutive  year  of  record  earnings  and  declining  problem 
assets.  Only  three  national  banks  failed,  the  lowest 
number  since  1981  and  a  substantial  decline  from  the 
23  failures  experienced  in  1993.  Problem  banks  de¬ 
clined  to  55  as  of  the  end  of  1994.  This  decline  contin¬ 
ued  a  trend  that  began  in  1990,  when  the  number  of 
problem  national  banks  peaked  at  373.  Currently,  prob¬ 
lem  banks  constitute  less  than  2  percent  of  the  national 
banking  system. 

The  overall  improvement  in  the  national  banking  system 
was  also  reflected  in  a  decline  in  the  number  of  formal 
enforcement  actions  initiated  by  the  OCC  to  correct 
weaknesses  identified  in  institutions.  Almost  50  percent 
fewer  formal  actions  were  initiated  in  1 994  than  in  1 993, 
261  compared  to  551. 

As  of  the  end  of  the  year,  the  agency  was  in  compliance 
with  the  examination  requirements  mandated  by  the 
Federal  Deposit  Insurance  Corporation  Improvement 
Act  for  98  percent  of  the  banks  under  its  supervision. 
The  ratings  of  563  banks  were  upgraded  as  a  result  of 
onsite  safety  and  soundness  examinations;  77  were 
downgraded.  The  safety  and  soundness  ratings  of  the 
remaining  banks  were  reconfirmed  upon  examination. 

As  part  of  its  effort  to  identify  potential  problems  in  the 
national  banking  system  before  they  can  cause  signifi¬ 
cant  harm,  the  OCC  continued  to  issue  guidance  on 
the  risk  management  of  financial  derivatives.  In  Octo¬ 


ber,  the  OCC  released  comprehensive  guidelines  for 
examiners  to  follow  in  examining  banks'  derivatives 
activities.  Although  the  OCC  does  not  perceive  that 
derivatives  activities  pose  a  significant  risk  to  the  bank¬ 
ing  system,  the  agency  believes  that  this  complex, 
rapidly  evolving  area  warrants  continued  careful  moni¬ 
toring. 

The  OCC  has  also  worked  to  promote  banks’  ability  to 
offer  new  products  and  services,  provided  the  new 
product  or  service  does  not  cause  material  safety  and 
soundness  problems  and  offers  consumers  of  financial 
services  a  clear  benefit.  In  May,  the  OCC  approved 
Mellon  Bank’s  application  to  acquire  the  Dreyfus  mutual 
funds  group  and  a  similar  application  by  First  Union  to 
acquire  the  Lieber  funds.  The  OCC  successfully  sup¬ 
ported  before  the  Supreme  Court  the  right  of  national 
banks  to  offer  annuities  to  their  customers. 

To  provide  better  supervision  at  lower  cost  to  national 
banks,  in  July  1994  the  OCC  released  streamlined 
procedures  for  examining  noncomplex  community 
banks.  Because  these  banks  tend  to  have  similar  risk 
profiles,  it  is  possible  to  use  uniform  standardized 
procedures  in  their  supervision.  These  procedures  sub¬ 
stantially  reduce  the  amount  of  information  noncomplex 
banks  must  assemble  before  an  examination  and  pro¬ 
vide  greater  certainty  to  these  banks  about  the  content 
of  their  examinations,  without  in  any  way  hindering 
examiners’  ability  to  assess  bank  safety  and  sound¬ 
ness. 

Another  major  element  in  OCC  efforts  to  improve  the 
efficiency  and  effectiveness  of  supervision  is  the  regu¬ 
latory  review  project.  In  November  1994,  the  OCC 
published  a  final  rule  that  simplifies  the  disclosure 
requirements  for  certain  offerings  to  sophisticated  pur¬ 
chasers  and  gives  banks  greater  flexibility  in  offering 
securities  through  shelf  registration  procedures.  In 
early  1995,  the  OCC  will  publish  clearer,  simplified  rules 
covering  the  legal  lending  limit  for  national  banks.  The 
final  rule  will  eliminate  inefficient  and  unduly  burden¬ 
some  regulatory  requirements  and  focus  the  lending 
limit  rules  on  areas  of  greatest  safety  and  soundness 
concerns. 

Toward  the  end  of  1994,  the  OCC  announced  reduc¬ 
tions  in  the  fees  for  assessments,  trust  exams  and 
corporate  filings,  particularly  those  for  branch  and 
automated  teller  machine  applications.  The  agency  is 
continuing  to  review  OCC  fees  and  assessments  to 
identify  areas  in  which  reductions  can  be  made  wifh^’  it 


107 


jeopardizing  the  level  of  service  provided  to  national 
banks. 

The  OCC  Ombudsman's  Office  completed  its  first  full 
year  of  operation  in  1994.  National  banks  that  are 
unable  informally  to  resolve  disagreements  with  exam¬ 
iners  can  appeal  examination  findings  to  the  Ombuds¬ 
man’s  Office,  which  reports  directly  to  the  Comptroller 
and  is  independent  of  the  bank  supervision  process. 
The  appeals  process  is  confidential  and  protects  both 
bankers  and  examiners  from  retaliation.  In  its  first  12 
months  of  operation  the  Ombudsman  received  29  for¬ 
mal  appeals  and  56  formal  inquiries. 

Our  commitment  to  enforcing  the  Community  Reinvest¬ 
ment  Act  and  fair  lending  laws  remains  strong.  In  1994, 
we  continued  to  work  with  the  other  financial  services 
regulators  to  develop  a  final  CRA  rule.  Our  goal  is  to 
develop  a  regulation  that  wil  I  implement  the  Community 


Reinvestment  Act  in  a  way  that  is  balanced  and  fair,  and 
focuses  on  performance  instead  of  process. 

The  successes  of  the  previous  year  will  provide  a  solid 
base  on  which  to  continue  building  a  more  effective 
OCC  to  carry  out  our  mission  to  ensure  a  safe  and 
sound  financial  system  that  preserves  public  confi¬ 
dence,  complies  with  laws  and  regulations,  and  makes 
available  a  wide  variety  of  financial  services  in  a  com¬ 
petitive  marketplace. 
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Bureau  Profile 

Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC) 
was  established  in  1863  as  a  bureau  of  the  Department 
of  the  Treasury.  The  OCC  is  headed  by  the  Comptroller, 
who  is  appointed  by  the  President,  with  the  advice  and 
consent  of  the  Senate,  for  a  five-year  term.  The  OCC  is 
headquartered  in  Washington,  D.C.  At  the  end  of  1 994, 
the  OCC  had  3,947  employees  nationwide. 

The  Comptroller  is  responsible  for  regulating  and  su¬ 
pervising  the  national  banking  system.  As  indicated  in 
the  table  below,  at  the  end  of  1994  there  were  3,078 
federally  chartered  national  banks  representing  29  per¬ 
cent  of  the  10,453  commercial  banks  in  the  U.S.  The 
national  banking  system  had  approximately  $2.3  trillion 
in  assets,  accounting  for  56  percent  of  the  commercial 
banking  system  assets.  The  OCC  also  supervises  the 
federally  licensed  branches  and  agencies  of  foreign 
banks. 

Table  1  -  Banking  Industry  Trends 


National  Bank  Statistics  1992  1993  1994 


Number  of  national  banks 

3,599 

3,319 

3,078 

National  bank  assets 

$2,006.8 

$2,102.0 

$2,257.7 

($bil  lions) 

Percent  of  all  commercial 

31.4 

30.3 

29.4 

banks 

Percent  of  commercial 
bank  assets  supervised 

57.2 

56.7 

56.3 

Organizational  Structure 

The  Comptroller  receives  advice  on  policy  and  opera¬ 
tional  issues  from  a  policy  group  consisting  of  six  Senior 
Deputy  Comptrollers  representing  Economic  Analysis 
and  Public  Affairs,  Bank  Supervision  Policy,  Capital 
Markets,  Corporate  Activities  and  Policy  Analysis,  Ad¬ 
ministration,  and  Bank  Supervision  Operations,  a  Senior 
Policy  Advisor,  and  the  Chief  Counsel  (see  Figure  1). 

The  Senior  Deputy  Comptroller  for  Economic  Analysis 
and  Public  Affairs  advises  the  Comptroller  on  external 
relations  with  the  media,  the  banking  industry,  Con¬ 
gress,  consumer  and  community  development  groups, 
other  government  agencies,  and  the  public.  The  senior 
deputy  also  oversees  the  agency’s  economic  research, 
risk  analysis,  data  analysis  and  evaluation  programs. 
In  addition  the  senior  deputy  provides  policy  advice  on 
issues  relating  to  community  development. 

The  Senior  Deputy  Comptroller  for  Bank  Supervision 
Policy  formulates,  implements,  and  monitors  examina¬ 
tion  and  compliance  policies  and  procedures,  and 


conducts  analyses  of  international  banking  issues.  In 
addition,  this  area  supervises  federal  branches  and 
agencies  of  foreign  banks.  During  1994,  the  Informa¬ 
tion  Resources  Management  Department  and  Training 
and  Performance  Development  Division  were  trans¬ 
ferred  from  Administration  to  Bank  Supervision  Policy. 

The  Senior  Deputy  Comptroller  for  Capital  Markets 
oversees  the  formulation  and  implementation  of  super¬ 
visory  policies  relating  to  the  risks  associated  with 
banks’  financial  derivatives  and  emerging  markets  ac¬ 
tivities.  Capital  Markets  staff  formulate  and  help  to 
implement  supervisory  policy  through  the  issuance  of 
formal  and  informal  guidance  and  policy  statements.  In 
addition,  the  Senior  Deputy  Comptroller  for  Capital 
Markets  has  been  designated  by  the  Comptroller  to 
administer  the  OCC’s  Equal  Employment  and  Diversity 
programs. 

The  Senior  Deputy  Comptroller  for  Corporate  Activities 
and  Policy  Analysis  oversees  the  OCC’s  corporate 
activities  area  and  advises  the  Comptroller  on  policy 
matters  involving  bank  structure.  The  Senior  Deputy  Com¬ 
ptroller  for  Administration  is  responsible  for  the  efficient 
and  effective  administrative  functioning  of  the  OCC. 

The  Senior  Deputy  Comptroller  for  Bank  Supervision  Op¬ 
erations  administers  the  OCC’s  direct  supervision  of  all 
national  banks.  Supervision  activities  are  carried  out  by 
six  district  offices  (see  Figure  2  for  geographic  districts) 
and  the  Multinational  Banking  and  Special  Supervision 
departments.  In  addition,  Bank  Supervision  Operations  is 
responsible  for  directing  the  examination,  supervision 
and  analysis  of  multinational  and  large  regional  banks, 
including  their  international  banking  activities. 

The  Senior  Policy  Advisor  oversees  a  variety  of  super¬ 
visory  projects,  drawing  upon  staff  and  expertise  from 
throughout  the  OCC.  The  Chief  Counsel  advises  the 
Comptroller  on  legal  matters  arising  from  the  admini¬ 
stration  of  laws,  rulings,  and  regulations  governing 
national  banks. 

In  1993,  the  Comptroller  created  the  position  of  Om¬ 
budsman.  The  Ombudsman's  Office  reviews  supervi¬ 
sory  process  appeals.  With  the  consent  of  the 
Comptroller,  the  Ombudsman  has  the  discretion  to 
supersede  any  agency  decision  or  action  during  the 
resolution  of  an  appealable  matter.  The  Ombudsman 
functions  totally  outside  of  the  bank  supervision  and 
examination  area  and  reports  directly  to  the  Comptroller. 

The  OCC’s  Mission 

The  OCC’s  primary  mission  is  to  ensure  a  safe  and 
sound  financial  system  that  preserves  public  confi¬ 
dence,  complies  with  laws  and  regulations,  and  makes 
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Figure  1  -  Organization  Structure 


Figure  2  -  Geographic  Districts 
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available  a  wide  variety  of  financial  services  in  a  com¬ 
petitive  marketplace. 

The  OCC  regulates  national  banks  by  exercising  its 
power  to: 

•  Examine  national  banks; 

•  Take  supervisory  actions  against  banks  that 
do  not  conform  to  laws  and  regulations  or 
otherwise  engage  in  unsafe  or  unsound  bank¬ 
ing  practices,  including  issuance  of  cease 
and  desist  orders;  negotiation  of  formal  writ¬ 
ten  agreements;  assessment  of  civil  money 
penalties  and  removal  of  officers,  directors 
and  other  institution-affiliated  parties,  when 
necessary; 

•  Approve  or  deny  applications  for  new  char¬ 
ters,  mergers,  corporate  reorganizations, 
changes  in  control,  branches,  capital  or  other 
changes  in  the  banking  structure;  and, 

•  Issue  and  ensure  compliance  with  rules  and 
regulations  concerning  bank  lending  prac¬ 
tices,  banking  operations  and  corporate 
structure. 

A  formal  structure  for  accomplishing  the  OCC's  mission 
is  set  out  in  the  OCC’s  Priority  Objectives,  which  provide 


specific  operating  goals  each  year.  The  1994  Objec¬ 
tives  emphasized  continued  support  of  the  economy 
through  effective  supervision  and  regulation;  ensuring 
the  availability  of  bank  credit  and  other  banking  serv¬ 
ices;  and  preserving  and  enhancing  the  OCC's  status 
as  a  strong  and  effective  financial  regulatory  agency. 

Overview  of  Funding  Sources  and  Uses 

The  financial  statements  which  follow  summarize  the 
OCC’s  financial  position  as  of  December  31,  1994, 
including  the  costs  of  its  operations  and  all  significant 
sources  and  uses  of  resources  during  1994  and  1993. 
The  OCC’s  revenue  was  $393.9  million  in  1994  and 
$377.2  in  1993.  Expenses  totaled  $391.3  million  and 
$364.6  million  respectively,  resulting  in  a  $2.6  million 
surplus  in  1994  and  a  $12.6  million  surplus  in  1993. 
Figure  3  shows  revenues  and  expenses  for  1992 
through  1994. 

Funding  Sources 

The  OCC  does  not  receive  annual  appropriations.  The 
OCC’s  operations  are  primarily  funded  by  assessments 
on  national  banks  for  the  supervision  it  provides  to  the 
national  banking  system.  As  displayed  in  Figure  4, 
national  bank  assessments  represent  93.1  percent  of 
OCC's  total  1994  revenue.  In  the  financial  statements 
these  revenues  are  categorized  in  accordance  with 
federal  accounting  guidelines  as  "Revenues  from 


Figure  3  -  OCC  Total  Revenues  and  Expenses 
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Figure  4  -  Components  of  OCC’s  1994  Revenues 
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goods  sold/services  provided  to  the  public"  and  are 
generated  from  semi-annual  assessments  on  all  feder¬ 
ally  chartered  national  banks  and  fees  for  corporate 
applications,  fiduciary  examinations,  and  securities  fil¬ 
ings.  Revenue  is  also  collected  from  the  sales  of  pub¬ 
lications. 

In  addition  to  these  funding  sources,  the  OCC  receives 
other  revenue  categorized  as  “Investment  Income,” 
which  is  primarily  generated  from  the  interest  earned 
from  investments  of  operating  funds  in  U.S.  Treasury 
securities. 

Funding  Uses 

The  OCC  is  a  labor-intensive  organization,  as  indicated 
in  Figure  5.  In  1994,  $291.2  million  or  74.4  percent  of 
total  expenditures  was  incurred  for  "Personnel  Com¬ 
pensation  and  Benefits.”  These  expenses  supported 

Figure  5  -  Components  of  OCC’s  1994  Expenditures 

($  in  millions) 
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3,929  full-time  equivalents  (FTEs)  in  1994,  with  the 
majority  of  FTEs  devoted  to  examining  banks.  Most  of 
the  OCC's  remaining  expenditures  are  primarily  com¬ 
posed  of  "Travel  and  Transportation”  to  examine  na¬ 
tional  banks,  and  "Rent,  Communications  and  Utilities” 
expenses  needed  to  support  the  nationwide  system  of 
examiner  offices.  The  remaining  expenses,  which  make 
up  only  10.4  percent  of  expenditures,  include  costs  for 
Office  Equipment,  Software,  Remodeling,  Contractual 
Services,  Training  and  Conferences,  Repairs  and  Main¬ 
tenance,  Supplies  and  Materials,  Depreciation  of  As¬ 
sets,  and  Printing  and  Reproduction. 

Limitations  of  the  Financial  Statements 

The  OCC's  financial  statements  have  been  prepared  to 
report  the  financial  position  and  results  of  its  operations, 
pursuant  to  the  requirements  of  the  Chief  Financial 
Officers  Act  of  1990.  The  statements  have  been  pre¬ 
pared  from  the  books  and  records  of  the  OCC  in 
accordance  with  the  formats  prescribed  by  the  Depart¬ 
ment  of  the  Treasury,  in  conjunction  with  the  Office  of 
Management  and  Budget  and  with  generally  accepted 
accounting  principles  (GAAP).  These  statements  differ 
in  format  from  the  internal  financial  reports  used  by  the 
OCC  to  monitor  and  control  its  budgetary  resources. 

Program  Highlights  and  Performance 

Supervision 

On  September  23,  1994,  President  Clinton  signed  into 
law  the  Riegle  Community  Development  and  Regula¬ 
tory  Improvement  Act  of  1994.  This  act  changes  the 
examination  cycle  from  12  months  to  18  months  for 
some  1-  and  2-rated  community  banks.  The  18-month 
cycle  is  allowed  for  1 -rated  banks  with  assets  less  than 
$250  million  and  2-rated  banks  with  assets  less  than 
$100  million  provided  that  the  banks  are  well  capital¬ 
ized,  well  managed  and  have  not  had  a  change  in 
control  for  the  last  12  months.  All  other  national  banks, 
according  to  the  Federal  Deposit  Insurance  Corpora¬ 
tion  Improvement  Act  (FDICIA),  must  receive  an  onsite 
safety  and  soundness  (Type  1)  examination  during  a 
12-month  period.  The  examination  cycle  requirements 
are  met  if  the  start  date  of  a  Type  1  examination  is  within 
12  or  18  months  (depending  on  the  bank’s  require¬ 
ments)  from  the  close  date  of  the  previous  Type  1 
examination.  At  year-end,  the  OCC  was  in  compliance 
with  examination  requirements  for  98  percent  of  super¬ 
vised  banks. 

In  addition  to  the  examinations  noted  above,  the  OCC 
completed  a  significant  number  of  compliance,  CRA 
and  other  specialty  examinations.  Figure  6  shows  the 
number  of  examinations  conducted  during  the  year,  by 
type  of  examination. 
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Figure  6  -  OCC's  1994  Examinations 
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* Includes  CRA  and  Fair  Lending  exams  that  are  a  part  of  compliance  exams 
— Other  targeted  exams,  e  g.,  credit  review,  liquidity  analysis,  etc. 


Banks  are  rated  on  a  scale  of  1  to  5,  with  1  denoting  the 
banks  with  the  least  supervisory  concern.  Ratings  must 
be  either  reconfirmed  or  changed  at  the  conclusion  of 
each  examination.  Improved  ratings  are  an  indicator  of 
an  improving  national  banking  system.  In  1994,  563  of 
the  banks  examined  had  rating  upgrades,  i.e.,  their 
condition  improved;  77  banks  were  downgraded,  i.e., 
their  condition  deteriorated.  Ratings  of  the  remaining 
banks  examined  in  1994  were  reconfirmed.  Figure  7 
shows  rating  changes  for  1994. 

Problem  banks  (banks  rated  4  or  5)  represent  approxi¬ 
mately  2  percent  of  the  national  bank  population.  After 
reaching  a  high  of  373  at  the  end  of  1990,  the  number 
of  problem  national  banks  declined  significantly  to  55 
at  December  31 ,  1994.  The  decline  is  a  direct  result  of 
the  improvement  in  the  condition  of  the  banking  system 
due  in  large  measure  to  an  extended  period  of  low 
interest  rates  and  current  favorable  economic  condi¬ 
tions.  Approximately  78  percent  of  the  problem  banks 
have  less  than  $100  million  in  assets,  and  36  percent 
have  less  than  $25  million  in  assets. 

Through  December  31,  1994,  three  national  banks 
failed.  This  is  the  smallest  number  of  failures  since 
1981,  when  two  national  banks  failed.  The  total  dollar 
volume  of  national  bank  failures  at  $163  million  is  also 
drastically  lower  than  the  two  previous  lowest  years. 
The  two  lowest  previous  years  were  1993  at  $1.53 
billion  and  1985  at  $1.48  billion  in  total  bank  failures. 
The  average  size  of  a  failed  national  bank  in  1994  was 
$54  million  compared  to  1993's  $66  million. 


Figure  7  -  1994  Change  in  Composite  Ratings 
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Enforcement  actions  initiated  this  year  reflect  the  over¬ 
all  improvement  in  the  banking  system.  Formal  actions 
initiated  through  December  31 , 1 994  are  down  by  more 
than  half  from  1993  (261  versus  551).  Completed  ac¬ 
tions  show  similar  reductions. 

Another  of  the  OCC’s  ongoing  supervisory  priorities  is 
to  devote  a  major  proportion  of  its  resources  to  direct 
bank  supervision  and  examination.  To  that  end,  an 
internal  allocation  and  usage  of  resources  standard 
was  implemented:  a  minimum  of  70  percent  of  district 
staff  time  should  be  devoted  to  supervision;  a  maximum 
of  30  percent  should  be  allowed  for  other  activities, 
such  as  training,  administrative  and  legal  activities. 

As  indicated  in  Figure  8,  the  OCC  devoted  72.3  percent 
of  its  efforts  to  the  supervision  of  banks,  as  compared 
with  73.5  in  1993.  The  slight  decrease  in  direct  bank 
supervision  time  was  a  result  of  the  improvement  in  the 
condition  of  the  banking  system,  a  reduction  in  exami¬ 
nation  resources  by  approximately  6  percent,  and  a 
slight  increase  in  examiner  training. 


More  Than  One  Level  Change 
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Figure  8  -  Allocation  of  OCC  Time 
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some  of  the  primary  enforcement  actions  that  the  OCC 
took  against  banks  to  meet  its  supervisory  responsibilities. 

Informal  enforcement  actions  include  commitment  letters 
and  memoranda  of  understanding.  Generally,  these  ac¬ 
tions  are  used  to  provide  bank  management  with  direction 
and  guidance  in  addressing  weaknesses  in  management 
or  procedures  before  those  weaknesses  result  in  more 
serious  problems.  While  informal  documents  are  not  le¬ 
gally  enforceable,  failure  to  correct  practices  identified 
through  informal  actions  will  provide  the  OCC  with  strong 
evidence  of  the  need  to  take  formal  action. 
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Other  Activities  §§§  Other  Supervision 
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Enforcement 

In  addition  to  examinations,  the  OCC  uses  a  number  of 
other  tools  to  carry  out  its  supervisory  responsibilities. 
These  tools  range  from  advice  and  moral  suasion  to 
specific  types  of  informal  and  formal  enforcement  ac¬ 
tions.  In  1994,  the  OCC  completed  524  enforcement 
actions  against  both  banks  and  individuals. 

At  year-end  1994,  the  OCC  had  outstanding  either  an 
informal  or  formal  enforcement  action  against  approxi¬ 
mately  14.75  percent  of  the  institutions  it  supervises  (in¬ 
cluding  national  banks  and  federal  branches  and 
agencies).  Enforcement  actions  were  initiated  to  correct 
safety  and  soundness  or  compliance  weaknesses  iden¬ 
tified  in  these  institutions.  The  actions  were  considered 
necessary  as  a  means  to  secure  and/or  memorialize  in 
writing  management  and  board  commitments  to  effect 
specific  remedial  measures  to  address  the  OCC’s  con¬ 
cerns.  Figure  9  provides  1994,  1993,  and  1992  totals  for 


Figure  9  -  OCC  Enforcement  Actions 
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The  OCC  uses  formal  enforcement  actions  to  secure 
commitments  in  a  legally  binding  form  when  serious 
compliance  problems  or  significant  safety  and  sound¬ 
ness  problems  pose  a  threat  to  the  bank's  condition. 
The  most  common  formal  enforcement  actions  include 
formal  written  agreements  and  cease  and  desist  orders 
(whether  issued  by  consent  or  through  litigation).  For¬ 
mal  agreements  are  documents  signed  by  a  national 
bank’s  board  of  directors  and  the  OCC  in  which  specific 
corrective  and  remedial  measures  are  specified  as 
necessary  to  return  the  bank  to  a  safe  and  sound 
condition.  Cease  and  desist  orders  are  virtually  identi¬ 
cal  in  form  and  legal  effect  to  formal  agreements,  but 
represent  a  more  severe  remedy  which  may  be  legally 
enforced  through  action  in  district  court. 

When  appropriate,  the  OCC  also  takes  informal  and 
formal  actions  against  individuals  —  officers,  directors, 
or  other  institution-affiliated  parties.  The  primary  infor¬ 
mal  enforcement  tools  that  the  OCC  uses  with  respect 
to  individuals  are  letters  of  reprimand  and  supervisory 
letters.  A  letter  of  reprimand  is  a  strongly  worded  docu¬ 
ment  used  in  cases  that  warrant  a  civil  money  penalty 
(CMP)  but  where  the  OCC  has  chosen  not  to  pursue 
the  action,  e.g.,  where  the  assessment  of  a  small  CMP 
would  consume  excessive  agency  resources  or  where 
the  individual  has  recognized  the  supervisory  problem 
and  taken  steps  to  correct  it.  Supervisory  letters  are 
used  in  cases  where  a  CMP  is  not  warranted  but  the 
OCC  nonetheless  wishes  to  call  attention  to  a  supervi¬ 
sory  problem.  The  OCC  sent  49  letters  of  reprimand 
and  153  supervisory  letters  in  1994. 

Formal  actions  against  individuals  include  CMPs,  re¬ 
movals  and  prohibitions.  Civil  money  penalties  are 
authorized  for  violations  of  laws,  rules,  regulations, 
formal  written  agreements,  final  orders,  conditions  im¬ 
posed  in  writing  and,  under  certain  circumstances, 
unsafe  or  unsound  banking  practices  or  breaches  of 
fiduciary  duty.  Figure  10  provides  the  number  of  final 
civil  money  penalties  over  the  past  three  years. 


'Includes  cease  end  desist  orders  against  banks  and  individuals.  In  In  addition,  the  OCC  is  sometimes  Compelled  tO  take 

1994  io  cea™  and  desist  orders  wwe  issued*to  banks  action  to  remove  an  individual  from  his  or  her  current 
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Number  of  Penalties 


Figure  10  -  Civil  Money  Penalties 


Corporate  Licensing  Situation  in  1994 
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position,  and  prohibit  that  person  from  further  involve¬ 
ment  in  the  banking  industry.  While  the  number  of  CMPs 
imposed  by  the  OCC  has  declined  during  the  last  three 
years,  Figure  1 1  shows  that  the  number  of  removals  has 
remained  nearly  constant. 


The  number  of  applications  filed  with  the  OCC  in¬ 
creased  by  18  percent  in  calendar  1994  from  4,015  to 
4,736  (Table  2).  Applications  for  automated  tellers  ma¬ 
chines  (ATMs)  made  up  the  bulk  of  this  increase.  ATM 
applications  have  more  than  doubled  in  the  past  two 
years,  increasing  from  1 ,317  in  1992,  to  1 ,957  in  1993, 
and  to  2,706  in  1994.  Large  percentage  increases  in 
filings  were  also  seen  in  new  bank  charters  and  oper¬ 
ating  subsidiaries. 

New  charter  applications  almost  doubled  in  1994  rising 
to  35  from  18  in  the  previous  year.  The  OCC  received 
14  charter  applications  for  independent  banks  during 
1994.  Of  these,  nine  were  for  full  service  banks,  three 
were  for  trust  banks,  and  two  were  for  credit  card  banks. 
The  other  21  charter  applications  received  were  spon¬ 
sored  by  bank  holding  companies.  Of  this  group,  15 
were  for  full  service  banks,  five  were  for  trust  banks, 
and  one  was  for  a  credit  card  bank.  Operating  subsidi¬ 
ary  filinqs  also  increased  from  137  in  1993  to  190  in 
1994. 


Licensing 

National  banks  must  by  law  or  regulation  seek  Office  of 
the  Comptroller  of  the  Currency  (OCC)  approval  for 
certain  classes  of  corporate  changes.  These  changes 
include  new  bank  charters,  charter  conversions,  cor¬ 
porate  reorganizations,  mergers,  branch  and  auto¬ 
mated  teller  machine  openings,  bank  relocations, 
capital  and  subordinated  debt  issuances,  and  bank 
acquisitions.  Most  licensing  requests  are  reviewed  and 
decided  by  licensing  units  located  in  the  six  district 
offices  and  in  Multinational  Banking  in  Washington, 
D.C.  Complex  issues  are  forwarded  to  Bank  Organiza¬ 
tion  and  Structure  in  Washington,  D.C.  for  analysis  and 
decision  by  the  Senior  Deputy  Comptroller  for  Corpo¬ 
rate  Activities  and  Policy  Analysis. 

Figure  1 1  -  Removal  Orders 
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Consistent  with  previous  years,  almost  all  applications 
decided  in  1994  were  approved.  Three  applications 
were  denied  during  the  year  and  100  applications  were 
approved  with  conditions  imposed  by  OCC.  Banks 
receiving  conditional  approvals  are  required  to  satisfy 
the  conditions  before  consummation  is  permitted. 

Processing  Timeliness 

One  measure  of  processing  timeliness  is  the  percent¬ 
age  of  filings  processed  within  target  timeframes.  To 
ensure  that  applications  are  processed  in  a  timely 
manner,  Bank  Organization  and  Structure  measures 
processing  time  using  target  timeframes  to  establish 
performance  benchmarks  for  routine  filings.  Process 
timeliness  varies  with  the  volume  of  requests  and  the 
complexity  of  requests.  These,  in  turn,  vary  with  eco¬ 
nomic  conditions  and  changes  in  banking  law.  Staff 
turnover  also  affects  timeliness. 

Table  3  shows  the  timeframe  performance  experience 
for  the  filings  processed  in  district  offices  and  Multina¬ 
tional  Banking.  The  OCC  typically  meets  target  timefra¬ 
mes  for  almost  all  routine  applications  filings. 
Deviations  from  these  targets  are  primarily  the  result  of 
application  complexity.  In  1993,  the  districts  and  Mul¬ 
tinational  Banking  met  target  timeframes  in  78.8  per¬ 
cent  of  all  applications  filed.  In  1994,  they  met  target 
timeframes  in  88.7  percent  of  all  filings. 

Changes  to  12  CFR  5  proposed  in  November  1994 
would  establish  an  expedited  process  for  eligible  na¬ 
tional  banks  in  satisfactory  condition  and  with  satisfac- 
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Table  2  -  Corporate  Licensing  Activity  in  1994 


Applications  Received  District  Decisions  Washington  Decisions 


1993 

1994 

Approved  | 

Denied 

Approved  | 

Denied 

Total 

Branches  1/ 

860 

928 

901 

0 

21 

0 

922 

Capital 

217 

140 

135 

0 

6 

0 

141 

ATMs  2/ 

1,957 

2,706 

2,652 

0 

16 

0 

2,668 

Change  in  control 

28 

15 

11 

0 

4 

1 

16 

Charters 

18 

35 

22 

0 

12 

0 

34 

Conversions 

18 

21 

11 

0 

10 

0 

21 

Federal  branches 

0 

1 

0 

0 

2 

0 

2 

Fiduciary  powers 

20 

18 

17 

1 

5 

0 

23 

Mergers 

188 

191 

163 

0 

35 

1 

199 

Relocations 

320 

248 

222 

0 

19 

0 

241 

Reorganizations 

251 

239 

190 

0 

34 

0 

224 

Stock  appraisals 

1 

4 

0 

0 

2 

0 

2 

Subsidiaries 

137 

190 

143 

0 

38 

0 

181 

Total 

4,015 

4,736 

4,467 

1 

204 

2 

4,674 

ATM  =  Automated  teller  machine 

Note:  Approved  includes  conditional  approvals.  Mergers  includes  failure  transactions.  Conversions  are  conversions  to  the  national  charter. 

1/  Excludes  461  messenger  service  applications  filed  as  branch  applications. 

2/  ATM  figures  above  report  locations  included  in  applications.  An  ATM  application  can  include  more  than  one  ATM.  There  were  990  ATM  applications 
filed  in  1994,  compared  with  689  in  1993. 

Source:  Bank  Organization  and  Structure,  Comptroller  of  the  Currency 


Table  3  -  OCC  District  and  Multinational  Licensing  Actions  and  Timeliness,  1993-94 


Target  19931/  1994  Annual  change  (%) 

Application  Type  timeframe  Number  Within  Target  Number  Within  Target  Number  Within  Target 

_ in  days  of  actions  Number  %  of  Actions  Number  %  of  Actions  Number  %2/ 


Branches 

45 

850 

733 

86.2 

901 

833 

92.5 

6.0 

13.6 

6.2 

Capital/subordinated  debt 

30 

138 

107 

77.5 

135 

116 

85.9 

-2.2 

8.4 

8.4 

ATMs  2/ 

21 

1,993 

1,656 

83.1 

2,652 

2,537 

95.7 

33.1 

53.2 

12.6 

Change  in  control 

60 

16 

O 

z* 

12.5 

11 

5 

45.5 

-31.3 

150.0 

33.0 

Charters 

4 L 

9 

2 

22.2 

22 

16 

72.7 

144.4 

700.0 

50.5 

Conversions 

90 

8 

7 

87.5 

11 

10 

90.9 

37.5 

42.9 

3.4 

Federal  branch  &  agencies 

120 

0 

0 

na 

0 

0 

na 

0.0 

0.0 

na 

Fiduciary  powers 

30 

15 

7 

46.7 

18 

10 

55.6 

20.0 

42.9 

8.9 

Mergers 

5 / 

145 

82 

56.6 

163 

88 

54.0 

12.4 

7.3 

-2.6 

Relocations 

45 

316 

272 

86.1 

222 

201 

90.5 

-29.7 

-26.1 

4.5 

Reorganizations 

45 

217 

66 

30.4 

190 

69 

36.3 

-12.4 

4.5 

5.9 

Subsidiaries 

6 L 

101 

67 

66.3 

143 

80 

55.9 

41.6 

19.4 

-10.4 

Total 

na 

3,808 

3,001 

78.8 

4,468 

3,965 

88.7 

17.3 

32.1 

9.9 

na  =  Not  applicable  ATM  =  Automated  teller  machine. 

Note:  Most  decisions  (96  percent  in  1994)  are  delegated  for  decision  on  the  district  offices  and  Multinational  Banking.  Complex  applications  are  for¬ 
warded  to  Washington  for  decision  Washington  actions  include  approvals,  conditional  approvals,  and  denials. 

U  Figures  previously  reported  excluded  applications  filed  with  Multinational  Banking. 

2/  This  reflects  changes  in  the  percent,  not  the  underlying  numbers. 

y  The  Districts  and  Multinational  Banking  acted  on  1 ,042  ATM  applications  for  2,652  locations  In  1994. 
y  Independent  charier  applications  target  120  days  Bank  holding  company  sponsored  applications  target  90  days. 

£/  Real  mergers  target  60  days  Mergers  involving  failing  banks  target  1  day. 

6/  Bank  service  corporations  target  90  days  Other  subsidiaries  target  30  days. 
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tory  or  better  performance  under  the  Community  Rein¬ 
vestment  Act  of  1977.  The  proposal  would  also  substi¬ 
tute  after-the-fact  notices  for  applications  requiring 
prior  OCC  approval  for  low-risk  activities  such  as  rou¬ 
tine  activities  conducted  in  operating  subsidiaries.  The 
proposal  would  eliminate  the  application  requirement 
for  shared  ATMs. 

Change  in  Bank  Control  Act 

The  Change  in  Bank  Control  Act  of  1978  (CBCA)  re¬ 
quires  parties  who  wish  to  acquire  control  of  a  national 
bank  through  purchase,  assignment,  transfer,  pledge, 
or  other  disposition  of  voting  stock  to  notify  the  OCC  in 
writing  60  days  prior  to  the  proposed  acquisition. 

Any  party  acquiring  25  percent  or  more  of  a  class  of 
voting  securities  of  a  national  bank  must  file  a  Change 
in  Bank  Control  notice.  In  addition,  if  any  party  acquires 
10  percent  or  more  (but  less  than  25  percent),  that  party 
must  file  a  Change  in  Bank  Control  notice  under  certain 
conditions. 

The  acquiring  party  must  publish  an  announcement  of 
the  proposed  change  in  bank  control  to  allow  for  public 
comment. 

The  CBCA  gives  the  OCC  the  authority  to  disapprove 
changes  in  control  of  national  banks.  The  OCC’s  objec¬ 
tive  in  its  administration  of  the  CBCA  is  to  enhance  and 
maintain  public  confidence  in  the  national  banking 
system  by  preventing  identifiable  serious  adverse  ef¬ 
fects  resulting  from  anticompetitive  combinations  of 
interests,  inadequate  financial  support,  and  unsuitable 
management  in  national  banks.  The  OCC  will  review 
each  notice  to  acquire  control  of  a  national  bank  and 
will  disapprove  transactions  that  would  have  serious 
harmful  effects.  If  the  notice  is  disapproved,  the  disap¬ 
proval  letter  will  contain  a  statement  of  the  basis  for 
disapproval. 

The  OCC’s  actions  for  1994  are  reflected  in  Table  4. 
Consistent  with  the  OCC's  previous  experience,  the 


Table  4 

-  Change  in  Bank  Control 

Act * 

1988-1994 

Acted 

Not 

Year 

On 

Disapproved 

Disapproved 

Withdrawn 

1994 

16 

15 

1 

0 

1993 

30 

21 

5 

4 

1992 

29 

21 

4 

4 

1991 

15 

6 

6 

3 

1990 

42 

32 

5 

5 

1989 

55 

48 

3 

4 

1988 

42 

34 

4 

4 

* Notices  processed,  with  disposition 


disapprovals  related  primarily  to  unsatisfactory  finan¬ 
cial  capacity,  experience,  integrity,  or  competence  of 
the  acquiring  party. 

Community  Reinvestment  Act 

The  Office  of  the  Comptroller  of  the  Currency  is  required 
by  the  Community  Reinvestment  Act  (CRA)  12  U.S.C. 
2901,  et  seq.,  to  assess  a  national  bank’s  record  of 
helping  to  meet  the  credit  needs  of  its  entire  community, 
including  low-  and  moderate-income  neighborhoods, 
consistent  with  the  safe  and  sound  operation  of  the 
bank;  and  to  take  its  record  into  account  in  its  evaluation 
of  an  application  for  a  deposit  facility  by  such  national 
bank.  A  written  evaluation  of  the  bank’s  performance, 
including  the  bank's  rating,  is  prepared  at  the  conclu¬ 
sion  of  each  examination. 

A  bank’s  CRA  performance  is  rated,  “outstanding  re¬ 
cord  of  meeting  community  credit  needs,”  “satisfactory 
record  of  meeting  community  credit  needs,"  "needs  to 
improve  record  of  meeting  community  credit  needs" 
and  “substantial  noncompliance  in  meeting  community 
credit  needs."  In  1994,  the  OCC  conducted  CRA  ex¬ 
aminations  in  approximately  one  third  of  all  national 
banks.  Approximately  97  percent  of  all  national  banks 
have  CRA  ratings  of  satisfactory  or  better. 

The  OCC  also  considers  CRA  performance  when  it 
evaluates  an  application  filed  by  a  national  bank  to 
open  a  new  deposit  facility.  The  OCC  conditionally 
approved  1 1  applications  on  issues  related  to  the  CRA. 

Consumer  Complaints 

The  Federal  Trade  Commission  Act  of  1975  (15  U.S.C. 
41 ,  etseq.)  requires  the  Office  of  the  Comptroller  of  the 
Currency  (OCC)  to  receive  and  take  appropriate  action 
upon  complaints  directed  against  national  banks  and 
to  annually  report  these  activities  to  Congress. 

Consumer  complaints  are  handled  at  various  locations 
of  the  OCC.  District  Consumer  Affairs  Specialists  in 
each  district  office  field  complaints  by  telephone  and 
in  written  form.  A  team  of  paralegals  in  the  Washington 
office  receive  complaints  that  are  appealed  from  dis¬ 
tricts,  those  directed  to  the  Comptroller,  and  those  that 
emanate  from  congressional  sources. 

The  OCC  is  in  the  process  of  reviewing  the  way  com¬ 
plaints  are  processed  and  the  organizational  structure 
of  the  process.  The  Quality  Improvement  Division  is 
looking  at  the  area  from  the  standpoint  of  quality  of 
customer  service.  The  tracking  system  is  also  being 
looked  at  to  determine  how  it  can  be  made  more  user 
friendly  and  serve  as  a  better  informational  tool  for  OCC 
management. 
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Table  5  -  Consumer  Complaints,  1994 


Written 

Written 

Telephone 

Total 

Received 

Resolved 

ART* 

Received 

Received 

Northeastern 

4,345 

4,166 

31 

4,796 

9,141 

Southeastern 

1,637 

1,627 

21 

3,800 

5,437 

Central 

2,560 

2,501 

17 

3,824 

6,384 

Midwestern 

1,793 

1,492 

23 

1,424 

3,217 

Southwestern 

1,126 

1,034 

19 

1,665 

2,791 

Western 

3,156 

2,990 

19 

5,953 

9,109 

Paralegal 

855 

892 

141 

434 

1,289 

Compliance 

500 

480 

4 

914 

1,414 

Total 

15,972 

15,182 

29 

22,810 

38,782 

* Average  Resolution  Time  (ART)  covers  the  period  January  1, 

1994  through  December  3 1,  1994. 

For  comparison, 

the  total  year-to-date  through  December  31 , 

1993  is  shown  below: 

Written 

Written 

Telephone 

Total 

Received 

Resolved 

ART 

Received 

Received 

16,520 

15,847 

31 

20,029 

36,549 

Additionally,  the  OCC  plans  to  institute  a  toll  free  num¬ 
ber  to  take  most  telephone  complaints  at  a  central 
location  to  relieve  the  district  specialists  from  that  task 
and  allow  them  to  devote  most  of  their  time  to  investi¬ 
gation  and  followup.  This  should  provide  better  access 
to  the  public  with  potential  complaints  against  national 
banks. 

During  1994,  the  OCC  received  15,972  written  con¬ 
sumer  complaints  involving  national  banks.  By  January 
30, 1995, 14,784  or  93  percent,  of  these  complaints  had 
been  resolved.  The  average  resolution  time  in  1 994  was 
29  days.  (See  Table  5.) 

The  largest  number  of  complaints  involved  loans.  This 
type  of  complaint  accounted  for  50  percent  of  the  total 
complaints  received  and  resolved  by  January  30, 1 995. 
Credit  cards  were  involved  in  48  percent  of  these 
lending  complaints. 

Complaints  involving  deposits  were  the  next  largest 
category,  23  percent  of  the  total  resolved  complaints. 
No  other  category  of  complaints  equaled  or  exceeded 
5  percent  of  the  total. 

In  addition,  the  OCC  received  64  complaints  alleging 
violations  of  the  Fair  Housing  Act.  In  accordance  with 
the  OCC's  Memorandum  of  Understanding  with  Hous¬ 
ing  and  Urban  Development  (HUD),  these  complaints 
were  referred  to  HUD  for  administrative  processing 
and,  if  appropriate,  investigation 


Financial  Highlights  and  Performance 

Revenue 

The  OCC’s  1994  revenue  increased  by  $16.7  million  or 
approximately  4.4  percent  over  1993. 

Assessment  revenue  increased  by  $17.0  million  or  4.9 
percent  as  a  result  of  an  increase  in  national  bank 
assets  of  7.4  percent. 

Examination  fees  are  hourly  charges  for  examinations 
that  are  not  included  in  the  bank’s  assessment.  These 
are  primarily  fiduciary  examinations.  The  income  de¬ 
creased  by  $  485,818  or  7.8  percent  as  a  result  of  a 
decrease  in  the  number  of  national  banks. 

Corporate  fees  decreased  by  $342,256  or  3.6  percent. 
Though  the  number  of  applications  increased  in  1994, 
the  fees  associated  with  the  type  of  applications  filed 
resulted  in  a  decrease  in  overall  corporate  fees. 

Other  revenue  showed  a  decrease  of  $1.5  million  or 
30.2  percent.  This  is  a  result  of  eliminating  the  fee 
required  for  12  CFR  5  filings.  The  decrease  is  also  due 
to  the  loss  of  sub-lease  income  and  a  reduction  in  the 
number  of  revenue  generating  publications  produced 
by  the  OCC.  In  addition,  1993’s  revenue  was  increased 
by  a  $700,653  real  estate  tax  refund. 

Investment  revenue,  which  is  the  primary  component 
of  "Investment  Income,"  increased  by  approximately  $2 


118 


Figure  12  -  1994  Revenue  Changes  from  1993 


Percentage  change  in  revenue 


million  or  29.1  percent  in  1994.  Higher  investable  bal¬ 
ances  contributed  to  the  income  increase.  The  increase 
in  interest  yields  on  the  OCC’s  portfolio  of  U.S.  Treasury 
securities  also  contributed  to  the  increase. 

Budget  Performance  -  Revenue 

Total  revenues  were  over  budget  by  $5.1  million  or  1.3 
percent  in  1994.  The  revenue  overvariance  is  the  result 
of  an  increase  in  national  bank  assets  of  7.4  percent 
versus  a  lower  projected  growth  rate. 


health  benefits  claims  ($3  million)  to  record  a  liability  for 
claims  which  have  been  incurred  but  not  reported.  The 
remainder  of  the  increase  was  in  accordance  with  the 
OCC’s  pay  and  benefits  program. 

Rent,  Communication,  and  Utilities  decreased  by 
$200,654  or  0.7  percent  as  a  result  of  renegotiation  of 
leases  and  relocation  of  offices. 

Travel  and  Transportation  increased  by  $2.3  million  or 
8.3  percent.  Training  travel  contributed  to  approxi¬ 
mately  $1.5  million  of  the  increase.  Due  to  FDICIA 
examination  requirements,  additional  examiners  were 
hired  in  1991,  1992,  and  1993.  These  examiners  con¬ 
tinue  to  receive  intensive  bank  supervision  specialized 
training.  To  coordinate  new  or  enhanced  programs 
initiated  by  the  Comptroller,  travel  between  district  of¬ 
fices  and  Washington  Headquarters  escalated,  con¬ 
tributing  to  the  1994  increase. 

Printing  and  Reproduction  indicate  an  increase  of 
$399,01 6  or  39  percent  as  a  result  of  additional  printing 
contracts  for  the  OCC’s  publications  and  manuals, 
many  of  which  were  revised  in  1994. 

Contractual  Services  decreased  slightly  by  $293,737 
or  4.6  percent,  as  fewer  contracted  services  were  used 
across  the  agency. 


Table  6  - 1994  Summary  of  Revenue  Budget  Performance 

($  millions) 


Supplies  and  Materials  increased  by  $416,306  or  15.1 
percent  over  1993  levels. 


Revenue  Category 

1994 

Actual 

1994 

Budget 

$ 

Variance 

Percent 

Variance 

Assessment  Revenue  $366.9 

$359.4 

$+7.5 

+2.1 

Corporate  Fees 

9.2 

9.1 

+0.1 

+  1.1 

Examination  Fees 

5.7 

8.9 

-3.2 

-36.0 

Other  Revenue 

3.4 

3.6 

-0.2 

-5.6 

Investment  Revenue 

8.7 

7.8 

+0.9 

+  11.5 

Total  Revenue 

393.9 

388.8 

+5.1 

+  1.3 

Repairs  and  Maintenance  increased  by  13.6  percent 
$428,680  as  a  result  of  new  copier  equipment  mainte¬ 
nance  contracts  and  micro-computer  maintenance 
contracts. 

Depreciation  and  Amortization  decreased  by  4.2  per¬ 
cent  or  $257,569  as  there  was  little  increase  in  capital¬ 
ized  items. 


Expenses 

Total  expenses  in  1994  increased  by  $26.7  million  or 
7.3  percent.  The  primary  causes  of  this  increase  were 
increases  to  personnel  compensation  and  benefits 
costs,  travel  and  transportation,  and  office  equipment. 

Personnel  Compensation  and  Benefits  increased  by 
$19.3  million  or  7.1  percent.  Approximately  50  percent 
of  the  increase  was  due  to  employee  benefits  such  as: 
Workers’  Compensation  ($4  million)— OCC’s  portion  of 
.Treasury’s  yearly  actuarial  liability  estimate  for  future 
workers’  compensation  benefits;  employee  buyouts 
($2.5  million)— a  monetary  offer  for  eligible  employees 
to  encourage  rightsizing  of  examiner  workforce;  and 


Figure  13  -  1994  Expense  Changes  from  1993 


Personnel  Comp/Bene. 
Rent/Comm. /Utl. 
Travel  &  Trans 
Office  Equipment 
Contractual  Services 
Supplies  &  Material 
Repairs  &  Maint 
Depreciation  &  Amort 
Printing 
T  raining/Conf  ./Other 
Total  Expenses 
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Office  Equipment/Software  and  Remodeling  Expenses 
increased  by  $3.7  million  or  28.3  percent.  This  substan¬ 
tial  increase  is  a  result  of  the  OCC’s  purchase  of  com¬ 
puters,  software  and  LAN  system  equipment  to  support 
the  OCC’s  office  automation  efforts  and  the  need  to 
keep  pace  with  current  technology. 


Department's  standard.  Cuarterly  reviews  conducted 
by  the  Financial  Policy,  Review  and  Analysis  unit  have 
identified  an  issue  concerning  the  identification  of  early 
payment  exceptions.  Financial  Systems  Management 
and  Financial  Operations  have  worked  to  identify  these 
payments  on  quarterly  reports  for  1995  reporting. 


Training,  Conference  &  Other  increased  by  31.1  per¬ 
cent  or  $872,023.  The  increase  reflected  greater  num¬ 
bers  of  examiners  who  required  training  and  an 
increased  emphasis  on  developing  expertise. 

Budget  Performance  -  Expenses 

Table  7  provides  a  summary  of  the  OCC’s  expenses 
budget  performance.  In  1994,  the  OCC’s  expenditures 
were  $2.5  million,  or  0.6  percent  over  budget.  Workers' 
Compensation,  employee  buyouts,  and  health  benefits 
claims  which  have  been  Incurred  But  Not  Reported 
(IBNR)  were  the  major  contributors  to  the  overvariance. 


Table  8  -  Prompt  Payment  Comparisons 


Payments 

1992 

1993 

1994 

Number  of  invoices  paid  late  as  a 
percentage  of  total  invoices  paid 

0.7 

1.4 

3.0 

Interest  penalties  paid  as  a 
percentage  of  total  dollars  paid 

.001 

.003 

.006 

Invoices  paid  on  time  as  a 
percentage  of  total  invoices 

99 

89 

93 

Electronic  Funds  Transfer  -  Payroll 


Table  7  -  1994  Summary  of  Expenses 
Budget  Performance 
($  millions) 


Expense  Category 

1994 

Actual 

1994 

Budget 

$ 

Variance 

Percent 

Variance 

Personnel 

Compensation/ 

Benefits 

$291.2 

$279.7 

$  +  11.5 

+4.1 

Rent/Communications/  29.8 
Utilities 

31.3 

-1.5 

-4.8 

Travel/Transportation 

29.5 

30.1 

-0.6 

-2.0 

Training/Conference/ 

Other 

3.7 

5.3 

-1.6 

-30.9 

Other  Expenses 

37.1 

42.4 

-5.3 

-12.5 

Total  Expenses 

391.3 

388.8 

+2.5 

+0.6 

Electronic  funds  transfer  (EFT)  payments  provide  effi¬ 
cient  and  effective  accounting  servicing  and  greater 
control  over  the  timing  of  payments,  and  lower  the  cost 
of  making  payments  routinely  made  with  paper  checks. 
The  percentage  of  payroll  payments  made  using  elec¬ 
tronic  funds  transfer  has  increased  each  year,  and  the 
OCC  has  met  and  surpassed  OMB’s  standard  for  EFT 
payroll  payments. 

Table  9  -  Use  of  Electronic  Funds  Transfer 

1992  1993  1994 

Percentage  of  payroll  payments 

made  using  EFT  86.7  90.6  92.6 


Accounts  Receivable 


Payments 
Prompt  Payment 

The  Prompt  Payment  Act  and  OMB  Circular  A- 125 
require  agencies  to  make  payments  on  time,  to  pay 
interest  penalties  when  payments  are  late,  and  to  take 
discounts  only  when  payments  are  made  on  or  before 
the  discount  date.  The  OCC's  prompt  payment  per¬ 
formance  had  consistently  improved  over  past  years. 
However,  for  1994,  due  to  the  implementation  of  a  new 
accounting  system  in  late  1993,  we  experienced  an 
increase  in  the  percentage  of  invoices  paid  late. 

The  percentage  of  invoices  paid  on  time  has  increased 
over  the  1993  figure,  but  the  total  falls  short  of  the 


A  comprehensive  credit  management  and  debt  collec¬ 
tion  program  has  been  established  in  the  OCC  to 
assure  collection  of  receivables  and  to  allow  manage¬ 
ment  to  evaluate  credit  policies.  Table  10  emphasizes 
delinquent  accounts  receivable  and  annual  write-offs. 
A  majority  of  the  OCC's  delinquent  accounts  receiv¬ 
able,  those  30  days  or  more  past  due,  are  collections 
of  $100  or  less.  These  accounts  cannot  be  referred  to 
a  collection  agency.  They  are  instead  maintained  at  the 
OCC  with  collection  efforts  continued  by  Accounts 
Receivable  personnel. 

The  increase  in  write-offs  reflects  the  OCC’s  attempt 
to  clear  numerous  previously  unidentified  amounts. 
Documentation  was  developed  to  assist  in  determin¬ 
ing  write-offs.  OCC  initiated  a  system  to  track  write¬ 
offs  in  1994, 
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Table  10  -  Collections/Accounts  Receivable 


Figure  14  -  Ratio  of  Indirect  Costs  to  Direct  Costs 


1992 

1993 

1994 

Accounts  receivable  write-offs  as  a 

percentage  of  total  receivables 

0.13 

0.03 

0.74 

Percentage  of  accounts  and 
loans  receivable,  30  days  or  more 
past  due 

13.0 

14.0 

13.3 

Financial  Management  Systems  -  FMFIA 

The  OCC’s  financial  management/accounting  system 
conforms  to  generally  accepted  accounting  principles; 
the  relevant  principles,  standards  and  related  require¬ 
ments  of  the  Comptroller  General;  and  the  relevant 
financial  management  system  and  information  objec¬ 
tives  of  the  Office  of  Management  and  Budget,  includ¬ 
ing  implementation  of  Standard  General  Ledger.  As 
seen  in  Table  11,  no  material  weaknesses  were  re¬ 
ported  in  1994  or  in  previous  years. 
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efforts  to  ensure  consistency  and  quality  of  training 
provided  to  examiners.  Figure  14  shows  the  ratio  of 
indirect  to  direct  costs  for  the  last  eight  years. 


Table  1 1  -  Number  of  Material  Nonconformances 


Period  Reported 

Reported 

Corrected 

Pending 

1992 

0 

0 

0 

1993 

0 

0 

0 

1994 

0 

0 

0 

Financial  Efficiency 

The  OCC’s  indirect 

rate  measures 

the  relationship  be- 

tween  the  OCC’s  direct  and  indirect  costs.  Direct  costs 
are  salary  and  travel  costs  incurred  to  examine  banks 
onsite  and  costs  incurred  to  review  and  decide  upon 
corporate  applications.  Indirect  costs  are  costs  in¬ 
curred  within  the  OCC  to  perform  other  bank  supervi¬ 
sion  and  analysis;  develop  bank  supervision  policy; 
review  bank  supervision  and  examination  products; 
perform  legal  analysis,  outreach  to  bankers,  and  sup¬ 
port  operations;  and  conduct  training.  Indirect  costs 
also  include  overhead,  such  as  facilities,  supplies, 
telephone  service,  and  data  processing. 

In  1 994,  the  indirect  cost  rate  moved  upward  as  a  result 
of  an  increase  in  employee  compensation/benefits 
costs,  office  automation  purchases,  and  an  increase  in 
training.  Personnel  Compensation/Benefits  liabilities  in¬ 
cluded  employee  buyouts,  Workers'  Compensation, 
and  health  benefits  claims  liabilities.  Office  automation 
purchases  to  upgrade  and  replace  the  majority  of  per¬ 
sonal  computers  in  service  and  to  complete  the  LAN 
expansion  program  at  headquarters  also  contributed 
to  the  increase  in  indirect  costs.  In  addition  to  an 
increase  in  examiner  training,  the  OCC  consolidated 


Financial  Management  Systems  Initiatives 

The  OCC  is  committed  to  continuing  its  progress  in: 

•  developing  an  integrated  OCC  financial  man¬ 
agement  system  that  complies  with  applica¬ 
ble  accounting  principles  and  standards, 
provides  timely  information,  responds  to  the 
OCC's  management  needs,  complies  with 
government-wide  systems  requirements,  and 
provides  timely  monitoring  of  the  budget 
through  performance  reports. 

•  enhancing  the  OCC’s  systems  ability  to  inte¬ 
grate  program  data  to  provide  integrated  re¬ 
porting  on  program  performance,  financial 
performance,  and  financial  management  per¬ 
formance. 

•  eliminating  antiquated  system  components 
such  as  General  Financial  System  (GFS)  Ac¬ 
counts  Receivable  and  replacing  them  with 
"off-the  shelf”  system  components  which  pro¬ 
vide  more  efficient  operations  and  a  better 
integrated  system. 

Current  Status 

The  OCC's  financial  system  is  accrual-based,  with 
budget  reports  and  financial  statements  provided  to 
management  monthly.  The  system  operates  on  a  cal¬ 
endar  year  basis.  Financial  personnel  have  on-line 
access  to  OCC’s  mainframe  computer  through  remote 
terminals. 
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The  primary  financial  information  system  is  integrated 
with  the  following  modules: 

Accounts  Payable/Cash  Disbursements 

Accounts  Receivable/Cash  Receipts 

Budget/Planning 

Capital  Expenditures 

Investments 

Payroll 

During  1994,  the  Accounts  Payable  and  General 
Ledger  systems  were  upgraded  to  higher  releases  of 
the  IDMS  database. 

Future  Plans 

The  OCC  plans  to  upgrade  to  the  most  current  release 
of  the  general  ledger  and  accounts  payable  software 
in  Fiscal  Year  1 996.  An  upgrade  of  the  current  Time  and 
Travel  Reporting  system  is  planned  for  1996,  in  con¬ 
junction  with  the  OCC's  new  information  architecture. 
Finally,  the  OCC  plans  to  upgrade  the  Accounts  Receiv¬ 
able  System  through  acquisition  of  new  off-the-shelf 
software  in  the  second  quarter  of  Fiscal  Year  1997. 

FMFIA  Program  Summary 

The  OCC  has  evaluated  its  systems  of  internal  controls 
for  the  fiscal  year  ending  September  30,  1994  accord¬ 
ing  to  the  procedures  and  standards  prescribed  by 
GAAP  and  the  relevant  procedural  standards  of  the 
Office  of  Management  and  Budget  and  the  General 
Accounting  Office.  In  addition,  pursuant  to  Section  4  of 
the  Federal  Managers’  Financial  Integrity  Act  of  1982 
(FMFIA),  the  OCC  has  reviewed  Financial  Manage¬ 
ment/Accounting  Systems  -  cash  receipts  and  ac¬ 
counts  receivable  and  cash  disbursements  and 
accounts  payable. 

The  OCC's  systems  of  internal  control  are  designed  to 
provide  reasonable  assurance  that: 

•  expenditures  and  costs  comply  with  applica¬ 
ble  law; 

•  all  assets  are  safeguarded  against  waste, 
loss,  unauthorized  use  and  misappropriation; 

•  revenues  and  expenditures  applicable  to 
agency  operations  are  recorded  and  ac¬ 
counted  for  properly — i.e.,  accounts  and  reli¬ 
able  financial  and  statistical  reports  are 
prepared  and  accountability  for  assets  is 
maintained,  and 

•  the  financial  management/informational  ac¬ 
counting  system  conforms  to  generally  ac¬ 


cepted  accounting  principles;  the  relevant 
principles,  standards,  and  related  require¬ 
ments  of  the  Comptroller  General;  and  the 
relevant  financial  management  system  and 
information  objectives  of  the  Office  of  Man¬ 
agement  and  Budget,  including  implementa¬ 
tion  of  the  Standard  General  Ledger. 

Evaluation  of  internal  control  systems,  as  a  whole, 
provides  reasonable  assurance  that  the  above  objec¬ 
tives  are  achieved.  This  year’s  assurance  is  based  on 
an  audit  of  the  OCC’s  financial  statements  and  review 
of  financial  operations  in  four  of  six  districts  and  head¬ 
quarters  financial  operations;  personnel  management 
evaluations  of  human  resources  in  headquarters  and 
one  district;  reviews  of  procurement  and  supply  in  three 
districts;  quality  control  review  of  training  in  one  district; 
seven  quality  control  reviews  of  the  licensing  function; 
and  an  IG  audit  covering  OCC's  non-salary  expendi¬ 
tures.  GAO  audits  conducted  this  year  made  findings 
regarding  OCC  supervision  of  bank  insiders,  interna¬ 
tional  banks,  bank  credit  card  competition,  financial 
derivatives  and  real  estate  evaluations.  In  addition, 
internal  studies  or  reviews  of  an  ad  hoc  nature  provided 
input  to  conclusions  reached  by  senior  management  in 
assessing  vulnerability  and  making  assurance  state¬ 
ments.  At  the  conclusion  of  the  evaluation  process  this 
year,  the  OCC  determined  none  of  its  functions  to  be 
high  risk  areas. 

The  work  of  the  Accounting  Policy,  Review  and  Analysis 
group  within  Financial  Policy  included  reviews  of  Finan¬ 
cial  Services'  operations  in  Washington.  The  goal  was 
to  conduct  systematic,  continuous  internal  quality  con¬ 
trol  reviews  to  ensure  that  procedures  are  complied 
with  and  that  problems  or  concerns  are  reported  and 
corrected  before  the  problems  become  material.  The 
Review  Program  established  for  1994  included  quality 
control  review  of  the  OCC’s  imprest  cash  fund,  prompt 
payment  and  time  and  travel  reporting  for  the  Multina¬ 
tional  Division. 

The  FMFIA  reviews  performed  in  1994  did  not  reveal 
any  reportable  instances  of  nonconformance.  The  OCC 
continues  to  use  external  auditors  to  help  lend  exper¬ 
tise  to  FMFIA  conformance  reviews.  This  arrangement 
has  come  full-cycle  as  the  external  auditors  have  con¬ 
ducted  internal  reviews  on  each  of  the  six  FMFIA  areas. 

In  addition,  efforts  are  underway  to  revise  the  OCC's 
"Administrative  Accounting  Manual.”  The  manual  will 
help  formalize  and  communicate  accounting  and  op¬ 
erational  guidelines  throughout  Financial  Services. 
Sections  have  been  distributed  as  they  are  completed 
Final  revisions  to  the  manual  are  expected  by  mid- 
1995. 
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Office  of  Government  Services 
1801  K  Street,  N  W. 
Washington,  DC  20006 


Telephone  202  296  0800 


Price  Waterhouse  llp 


Report  of  Independent  Accountants 


To  the  Comptroller  of  the  Currency 

We  have  audited  the  accompanying  Statements  of  Financial  Position  and  the  related 
Statements  of  Operations  and  Changes  in  Net  Position,  Cash  Flows,  and  Budget  and 
Actual  Expenses  as  of  and  for  the  years  ended  December  31,  1994  and  1993. 

These  financial  statements  are  the  responsibility  of  the  management  of  the  Office  of 
the  Comptroller  of  the  Currency.  Our  responsibility  is  to  express  an  opinion  on 
these  statements  based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  generally  accepted  auditing  standards, 
Government  Auditing  Standards ,  issued  by  the  Comptroller  General  of  the  United 
States,  and  the  Office  of  Management  and  Budget  Bulletin  93-06,  "Audit 
Requirements  for  Federal  Financial  Statements."  Those  standards  require  that  we 
plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the 
financial  statements  are  free  of  material  misstatement.  An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  these 
statements.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall 
financial  statement  presentation.  We  believe  that  our  audits  provide  a  reasonable 
basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all 
material  respects,  the  financial  position  of  the  Office  of  the  Comptroller  of  the 
Currency  at  December  31,  1994  and  1993,  and  the  results  of  its  operations  and  its 
cash  flows  for  the  years  then  ended  in  accordance  with  generally  accepted 
accounting  principles. 


Pa*C C  l/\)oX£^V»OtsrtJL  A* 

March  17,  1995 
Washington,  D.C. 


123 


' 


Office  of  Government  Services 
1801  K  Street,  N  W. 
Washington,  DC  20006 


Telephone  202  296  0800 


Price  Waterhouse  llp 


Report  of  Independent  Accountants  on  Internal  Controls 


To  the  Comptroller  of  the  Currency 

We  have  audited  the  financial  statements  of  the  Office  of  the  Comptroller  of  the 
Currency  (Comptroller's  Office)  as  of  and  for  the  year  ended  December  31,  1994, 
and  have  issued  our  report  thereon  dated  March  17,  1995. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards, 
Government  Auditing  Standards ,  issued  by  the  Comptroller  General  of  the  United 
States,  and  Office  of  Management  and  Budget  (OMB)  Bulletin  93-06,  "Audit 
Requirements  for  Federal  Financial  Statements."  Those  standards  require  that  we 
plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the 
financial  statements  and  notes  thereto  are  free  of  material  misstatement. 

In  planning  and  performing  our  audit  of  the  financial  statements  of  the 
Comptroller's  Office  for  the  year  ended  December  31,  1994,  we  considered  its 
internal  control  structure  in  order  to  determine  our  auditing  procedures  for  the 
purpose  of  expressing  our  opinion  on  the  financial  statements  and  not  to  provide 
assurance  on  the  internal  control  structure. 

Management  of  the  Comptroller's  Office  is  responsible  for  establishing  and 
maintaining  an  internal  control  structure.  In  fulfilling  this  responsibility,  estimates 
and  judgements  by  management  are  required  to  assess  the  expected  benefits  and 
related  costs  of  internal  control  structure  policies  and  procedures.  The  objectives  of 
an  internal  control  structure  are  to  provide  management  with  reasonable,  but  not 
absolute,  assurance  that  assets  are  safeguarded  against  loss  from  unauthorized  use  or 
disposition  and  that  transactions  are  executed  in  accordance  with  management  s 
authorization  and  recorded  properly  to  permit  the  preparation  of  financial  statements 
in  accordance  with  generally  accepted  accounting  principles.  Because  of  inherent 
limitations  in  any  internal  control  structure,  errors  or  irregularities  may  nevertheless 
occur  and  not  be  detected.  Also,  projection  of  any  evaluation  of  the  structure  to 
future  periods  is  subject  to  the  risk  that  procedures  may  become  inadequate  because 
of  changes  in  conditions  or  that  the  effectiveness  of  the  design  and  operation  of 
policies  and  procedures  may  deteriorate. 
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For  the  purpose  of  this  report,  we  have  classified  the  significant  internal  control 
policies  and  procedures  into  the  following  categories:  assessments  and  revenues, 
cash  receipts,  receivables,  investment  securities,  purchasing,  cash  disbursements, 
salaries  and  benefits,  accounts  payable  and  accrued  expenses,  fixed  assets  and 
leases,  and  financial  statement  preparation  and  reporting. 

For  all  of  the  internal  control  structure  categories  listed  above,  we  obtained  an 
understanding  of  the  design  of  significant  internal  control  structure  policies  and 
procedures,  determined  whether  they  have  been  placed  in  operation,  and  we 
assessed  control  risk. 

Our  consideration  of  the  internal  control  structure  would  not  necessarily  disclose  all 
matters  in  the  internal  control  structure  that  might  be  material  weaknesses  under 
standards  established  by  the  American  Institute  of  Certified  Public  Accountants  and 
OMB  Bulletin  93-06.  A  material  weakness  is  a  condition  in  which  the  design  or 
operation  of  one  or  more  of  the  internal  control  structure  elements  does  not  reduce 
to  a  relatively  low  level  the  risk  that  errors  or  irregularities  in  amounts  that  would 
be  material  in  relation  to  the  financial  statements  being  audited  or  material  to  a 
performance  measure  or  aggregation  of  related  performance  measures  may  occur 
and  not  be  detected  within  a  timely  period  by  employees  in  the  normal  course  of 
performing  their  assigned  functions.  We  noted  no  matters  involving  the  internal 
control  structure  and  its  operation  that  we  consider  to  be  material  weaknesses  as 
defined  above. 

According  to  OMB  Bulletin  93-06,  the  objective  of  the  performance  measure 
internal  control  structure  is  to  provide  management  with  reasonable,  but  not 
absolute,  assurance  that  data  supporting  reported  performance  measures  are  properly 
recorded  and  accounted  for  to  permit  the  preparation  of  reliable  and  complete 
performance  measures.  The  Bulletin's  audit  requirements  specify  that  the  auditor 
obtain  an  understanding  of  the  control  structure  and  assess  risk  related  to  the 
management's  assertions  that  the  data  is  complete  and  relates  to  events  that  have 
occurred.  Based  on  our  understanding  of  the  control  structure,  we  found  that  the 
Comptroller's  Office  has  established  policies  and  procedures  over  the  reporting  of 
performance  measures  that  reduce  the  aforementioned  risk  to  a  relatively  low  level. 
Furthermore,  we  noted  no  matters  involving  the  performance  measure  internal 
control  structure  that  we  consider  to  be  material  weaknesses  as  defined  in  paragraph 
7  of  this  report. 
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However,  a  separate  letter  dated  March  17,  1995  was  issued  discussing  the  status  of 
previously  reported  issues. 

This  report  is  intended  solely  for  the  use  of  the  Policy  Group  and  management  of 
the  Comptroller's  Office.  This  restriction  is  not  intended  to  limit  the  distribution  of 
this  report,  which  is  a  matter  of  public  record. 

* 

March  17,  1995 
Washington,  D.C. 


Price  Waterhouse  llp 
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Office  of  Government  Services 
1801  K  Street,  N.W. 
Washington,  DC  20006 


Telephone  202  296  0800 


Price  Waterhouse  llp 


Report  of  Independent  Accountants  on  Compliance 


To  the  Comptroller  of  the  Currency 

We  have  audited  the  financial  statements  of  the  Office  of  the  Comptroller  of  the 
Currency  (Comptroller's  Office)  as  of  and  for  the  year  ended  December  31,  1994, 
and  have  issued  our  report  thereon  dated  March  17,  1995. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards, 
Government  Auditing  Standards,  issued  by  the  Comptroller  General  of  the  United 
States,  and  Office  of  Management  and  Budget  Bulletin  93-06,  "Audit  Requirements 
for  Federal  Financial  Statements."  Those  standards  require  that  we  plan  and 
perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  and  notes  thereto  are  free  of  material  misstatement. 

Compliance  with  laws  and  regulations  applicable  to  the  Comptroller’s  Office  is  the 
responsibility  of  the  Comptroller's  Office  management.  As  part  of  obtaining 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement,  we  performed  tests  of  the  Comptroller's  Office  s  compliance  with 
certain  provisions  of  laws  and  regulations.  However,  the  objective  of  our  audit  of 
the  financial  statements  was  not  to  provide  an  opinion  on  overall  compliance  with 
such  provisions.  Accordingly,  we  do  not  express  such  an  opinion. 

The  results  of  our  tests  indicate  that,  with  respect  to  the  items  tested,  the 
Comptroller's  Office  complied,  in  all  material  respects,  with  the  provisions  referred 
to  in  the  preceding  paragraph.  With  respect  to  items  not  tested,  nothing  came  to 
our  attention  that  caused  us  to  believe  that  the  Comptroller  s  Office  had  not 
complied,  in  all  material  respects,  with  those  provisions. 

This  report  is  intended  solely  for  the  use  of  the  Policy  Group  and  the  management 
of  the  Comptroller's  Office.  This  restriction  is  not  intended  to  limit  the  distribution 

of  this  report,  which  is  a  matter  of  public  record. 

P/lAsCC  TaJgX&'Iu)*** 

March  17,  1995 
Washington,  D.C. 
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Office  of  the  Comptroller  of  the  Currency 
Statement  of  Financial  Position 


Assets 

Fund  balance  with  U.S.  Treasury  and  cash: 

Fund  balance  with  U.S.  Treasury  (Note  2) . 

Cash  (Note  2) . 

Subtotal,  fund  balance  with  U.S.  Treasury  and  cash 

Receivables,  non-federal: 

Accounts  receivable,  net . 

Travel  advances . 

Prepayments  and  other  advances . 

Subtotal,  receivables,  non-federal . 

Receivables,  federal 

Accounts  receivable . 

Advances  and  prepayments . 

Subtotal,  receivables,  federal . 

Investments,  federal  (Note  3) . 

Property,  plant  and  equipment,  net  (Note  4) . 

Total  assets . 


Liabilities  and  Net  Position 

Funded  liabilities: 

Non-federal  liabilities 

Accounts  payable . 

Accrued  payroll  and  benefits . 

Capital  lease  liabilities . 

Subtotal,  non-federal  liabilities . 

Federal  liabilities: 

Accounts  payable . 

Subtotal,  federal  liabilities . 

Total  funded  liabilities . 

Unfunded  liabilities: 

Accrued  annual  leave . 

Postretirement  benefits . 

Total  unfunded  liabilities . 

Total  liabilities . 

Net  position . 

Total  liabilities  and  net  position . 


Years  ended  December  31 , 


1994 

1993 

$  1,735,551 

253,958 

1,989,509 

$  20,815,184 
356,289 

21,171,473 

4,259,759 

1,053,876 

1,586,804 

6,900,439 

4,041,682 

1,125,003 

2,171,799 

7,338,484 

4,765 

404,848 

409,613 

1 ,443,997 
735,517 

2,179,514 

151,312,642 

114,046,146 

97,427,238 

100,998,577 

S  258,039,441 

$245,734,194 

$  19,140,135 
26,345,171 
94,315,761 

139,801,067 

$  12,305,337 
18,088,017 
95,166,548 

125,559,902 

62,896 

62,896 

50,130 

50,130 

139,863,963 

125,610,032 

16,883,238 

1,039,050 

17,922,288 

16,492,947 

5,903,415 

22,396,362 

157,786,251 

148,006.394 

100,253,190 

97,727,800 

$258,039,441 

$245,734,194 

The  accompanying  notes  are  an  integral  part  of  these  statements 
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Office  of  the  Comptroller  of  the  Currency  —  Statement  of 
Operations  and  Changes  in  Net  Position 


Revenue  and  Financing  Sources 
Revenue  from  goods  sold/services  provided: 

Semiannual  assessments . 

Corporate  fees . 

Investment  income . 

Examination  fees . 

Other . 

Real  estate  tax  refund . 

Total  revenues  and  financing  sources . 


Expenses 


Operating  expenses: 

Personnel  compensation  and  benefits  (Note  6) . 

Rent,  communications,  and  utilities  (Note  5) . 

Travel  and  transportation . 

Office  equipment,  software,  and  remodeling  (Note  4). 

Contractual  services . 

Depreciation  and  amortization  (Note  4) . 

Education,  conference,  and  representation  expense  . 

Repairs  and  maintenance . 

Office  supplies . 

Printing,  reproduction  and  other . 


Total  expenses . 

Excess  of  revenue  and  financing  sources  over  funded  expenses 

Net  position,  beginning  balance . 

Net  position,  ending  balance . 


Years  ended  December  31, 


1994 


$366,858,190 

9,172,521 

8,716,249 

5,735,690 

3,387,952 

0 


393,870,602 


291,237,964 
29,800,384 
29,456,  849 
16,986,245 
6,094,764 
5,916,301 
3,679,896 
3,578,472 
3,170,516 
1,423,821 

391,345,212 

2,525,390 

97,727,800 

$  100,253,190 


1993 


$  349,885,058 
9,514,777 
6,749,602 
6,221,508 
4,156,380 
700,653 

377,227,978 


271,903,250 

30,001,038 

27,201,397 

13,239,176 

6,388,501 

6,173,870 

2,807,873 

3,149,792 

2,754,210 

1,024,805 

364,643,912 
12,584,066 
85,143,734 
$  97,727,800 


The  accompanying  notes  are  an  integral  part  of  these  statements. 
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Office  of  the  Comptroller  of  the  Currency 
Statement  of  Cash  Flows 


Years  ended  December  31, 


Cash  Flows  from  Operating  Activities: 

1994 

1993 

Excess  of  revenue  and  financing  sources 
over  total  expenses . 

.  $  2,525,390 

$  12,584,066 

Adjustments  affecting  cash  flow 

Decrease  in  non-federal  receivables . 

Decrease  in  federal  receivables . 

Increase  in  non-federal  liabilities . 

Increase  in  federal  liabilities . 

Increase/(decrease)  in  unfunded  liabilities . 

Depreciation  and  amortization . 

.  438,045 

.  1,769,901 

.  15,091,951 

.  12,766 

.  (4,474,074) 

.  5,916,301 

754,678 

642,289 

5,455,342 

112 

7,802,881 

6,178,540 

Net  cash  provided  by  operating  activities . 

.  21,280,280 

33,417,908 

Cash  Flows  from  Investing  Activities: 

Proceeds  from  sales  of  investment  securities . 

Purchases  of  investment  securities . 

Purchases  of  property,  plant  and  equipment . 

.  526,941,340 

.  (564,207,836) 

.  (2,344,961) 

411,906,023 

(424,652,914) 

(894,652) 

Net  cash  used  by  investing  activities . 

.  (39,611,457) 

(13,641,543) 

Cash  Flows  from  Financing  Activities: 

Principal  payments  on  capital  lease  obligations . 

.  (850,787) 

(743,164) 

Net  cash  used  by  financing  activities . 

.  (850,787) 

(743,164) 

Net  cash  provided  by  operating,  investing,  and 
financial  activities . 

.  (19,181,964) 

19,033,201 

Fund  balances  with  U.S.  Treasury  and  cash,  beginning . 

.  21,171,473 

2,138,272 

Fund  balances  with  U.S.  Treasury  and  cash,  ending . 

.  $  1,989,509 

$21,171,473 

The  accompanying  notes  are  an  integral  part  of  these  statements. 
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Office  of  the  Comptroller  of  the  Currency  — 
Statement  of  Budget  and  Actual  Expenses 
for  the  year  ended  December  31 , 1 994 


Budget _ Actual 

Obligations 


Assessment 


Program  Name 

Resources 

Direct 

Reimbursed 

Expenses 

National  Bank 
Supervision 

388,800,000 

n/a 

n/a 

391,366,248 

Totals 

$  388,800,000 

n/a 

n/a 

$391,366,248 

The  accompanying  notes  are  an  integral  part  of  these  statements. 
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Office  of  the  Comptroller  of  the  Currency 
Notes  to  Financial  Statements 


Note  1  -  Organization 

The  Office  of  the  Comptroller  of  the  Currency  (Comp¬ 
troller's  Office)  was  created  by  an  Act  of  Congress  for 
the  purpose  of  establishing  and  regulating  a  national 
banking  system.  The  National  Currency  Act  of  1863, 
rewritten  and  reenacted  as  the  National  Banking  Act 
of  1864,  created  the  Comptroller’s  Office  and  pro¬ 
vided  for  its  supervisory  functions  and  the  chartering 
of  banks. 

No  funds  derived  from  taxes  or  federal  appropriations 
are  allocated  to  or  used  by  the  Comptroller’s  Office  in 
any  of  its  operations.  The  revenue  of  the  Comptroller’s 
Office  is  derived  principally  from  assessments  and 
fees  paid  by  the  national  banks  and  income  on  in¬ 
vestments  in  U.S.  Government  obligations.  The 
Comptroller's  Office  is  exempt  from  federal  and  state 
income  taxes. 

The  Comptroller’s  Office  is  a  bureau  within  the  Depart¬ 
ment  of  Treasury.  The  Department  of  Treasury  provides 
certain  administrative  services  to  the  Comptroller’s  Of¬ 
fice,  which  pays  the  Department  of  Treasury  for  services 
rendered  pursuant  to  its  interagency  agreements.  Peri¬ 
odically,  payments  are  made  in  advance  for  anticipated 
services  in  accordance  with  instructions  from  the  De¬ 
partment  of  Treasury.  Administrative  services  provided 
by  the  Department  of  Treasury  totaled  $3,280,072  and 
$2,628,641  for  the  years  ending  December  31,  1994 
and  1993,  respectively. 


Note  2  -  Significant  Accounting  Policies 
Basis  of  Accounting 

The  accounting  policies  of  the  Comptroller’s  Office 
conform  to  generally  accepted  accounting  principles, 
and  as  required  by  the  Chief  Financial  Officers  Act  of 
1990.  Accordingly,  the  financial  statements  are  pre¬ 
sented  on  the  accrual  basis  of  accounting.  Under  the 
accrual  method,  revenues  are  recognized  when  earned 
and  expenses  are  recognized  when  a  liability  is  in¬ 
curred,  without  regard  to  cash  receipt  or  payment. 

Funds  with  the  U.S.  Treasury  and  Cash 

Cash  receipts  and  disbursements  are  processed  by 
the  U.S.  Treasury.  The  funds  with  the  U.S.  Treasury 
are  primarily  trust  funds  that  are  available  to  pay  cur¬ 
rent  liabilities  and  finance  authorized  purchase  com¬ 


mitments.  The  Comptroller’s  Office  considers  demand 
deposits  and  overnight  certificate  investments  to  be 
cash  equivalents. 

Accounts  Receivable 

The  amounts  due  for  Accounts  Receivable-Non-Fed- 
eral  are  net  of  an  allowance  for  uncollectible  ac¬ 
counts.  The  allowance  of  $700,614,  was  established 
based  on  actual  amounts  that  OCC  believes  to  be  un¬ 
collectible.  No  allowance  for  uncollectible  accounts  is 
applied  to  Accounts  Receivable-Federal,  as  OCC  ex¬ 
pects  to  collect  these  amounts  in  full. 

Liabilities 

Liabilities  represent  the  amount  of  monies  or  other  re¬ 
sources  that  are  likely  to  be  paid  by  the  Comptroller’s 
Office  as  the  result  of  a  transaction  or  event  that  has 
already  occurred. 

Liabilities  are  recorded  in  the  accounts  when  incurred 
and  are  removed  when  liquidated  (i.e.  paid).  Liabili¬ 
ties  represent  the  amounts  owing  or  accruing  under 
contractual  or  other  arrangements  governing  the 
transactions,  including  operating  expenses  incurred 
but  not  yet  paid.  Payments  are  made  promptly  to  take 
discounts  offered  by  vendors  when  the  discount 
terms  are  cost  effective.  Payments  are  also  made  in 
accordance  with  OMB  Circular  A- 125  "Prompt  Pay¬ 
ment  Act." 

Annual,  Sick  and  Other  Leave 

Annual  leave  is  accrued  as  it  is  earned  and  the  ac¬ 
crual  is  reduced  as  leave  is  taken.  Each  year,  the  bal¬ 
ance  in  the  accrued  annual  leave  account  is  adjusted 
to  reflect  current  pay  rates.  Sick  leave  and  other  types 
of  manifested  leave  are  expended  as  taken. 

Tax  Refunds 

In  October  1993,  a  refund  was  received  for  the  over¬ 
payment  of  real  estate  taxes  paid  from  1988  through 
1991  on  property  occupied  in  L’Enfant  Plaza,  Wash¬ 
ington,  D.C.  Refunds  are  recorded  as  revenue  when 
received. 

Collateral 

Various  banks  in  the  District  of  Columbia  have  depos¬ 
ited  securities  with  the  Comptroller's  Office  as  c  "at- 
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eral  for  those  banks  entering  into  and  administering 
trust  activities.  These  securities,  having  a  par  or 
stated  value  of  $14,445,000  at  December  31,  1994, 
are  not  assets  of  the  Comptroller’s  Office  and,  accord¬ 
ingly,  are  not  included  in  the  accompanying  financial 
statements. 


provements  costing  less  than  $25,000  and  for  all 
maintenance  and  repairs  are  expended  as  incurred. 

The  following  table  summarizes  property  and  equip¬ 
ment  balances  as  of  December  31,  1994  and  Decem¬ 
ber  31,  1993: 


Reclassifications 

Certain  fiscal  year  1993  amounts  have  been  reclassi¬ 
fied  for  comparative  financial  statement  purposes. 
This  includes  the  reclassification  of  a  $3,901,384 
expense  related  to  the  capital  lease  on  OCC's  head¬ 
quarters  building.  This  amount  represents  the  depre¬ 
ciation  of  the  headquarters  building,  and  has  been 
included  in  depreciation  and  amortization  rather  than 
rent,  communications,  and  utilities.  The  reclassifica¬ 
tion  made  does  not  have  a  material  impact  on  the  fi¬ 
nancial  statements  of  the  Comptroller’s  Office. 


Classes  of 

Fixed  Assets 

Service 

Life 

(years) 

Acquisition 

Value 

Accumulated 

Depreciation/ 

Amortization 

1994 

Net  Book 
Value 

1993 

Net  Book 
Value 

Leasehold 

Improvements 

5-20 

$  20,945,328 

$10,403,624 

$10,541,704 

$  11,380,564 

ADP  Software 

5-10 

1,972,263 

1,891,954 

80,309 

97,016 

Equipment 

5-10 

11,082,193 

7,672,454 

3,409,739 

2,198.966 

Equipment  Under 
Capital  Lease 

4 

44,954 

25,300 

19,654 

30,899 

Building  Under 
Capital  Lease 

25 

96,929,338 

13,615,492 

83,313,846 

87,203,986 

Furniture  and 
Fixtures 

5-10 

702,394 

640,408 

61,986 

87,146 

Motor  Vehicles 

16,330 

16,330 

0 

0 

Total 

$131,692,800 

$34,265,562 

$97,427,238 

$100,998,577 

Note  3  -  Investments 

Investment  securities  reflect  maturities  through  Au¬ 
gust  24,  1995  and  are  U.S.  Treasury  obligations 
stated  at  amortized  cost  which  approximates  market 
value.  The  Comptroller’s  Office  plans  to  hold  these  in¬ 
vestments  to  maturity.  Premiums  and  discounts  on  in¬ 
vestment  securities  are  amortized  over  the  term  of  the 
investment.  The  fair  value  of  investment  securities  is 
estimated  based  on  quoted  market  prices  for  those  or 
similar  investments.  The  cost  and  estimated  fair  value 
of  investment  securities  as  of  December  31,  1994  and 
1993  is  as  follows: 

Market  Value 

Gross  Unrealized 
Holding  Gains 

Gross  Unrealized 
Holding  (Losses) 

Investments,  Net 


1994 


1993 


$150,495,230  $114,743,996 


817,412 


0 


0 


(697,850) 


$151,312,642  $114,046,146 


Note  4  -  Property  and  Equipment 

Property  and  equipment,  including  assets  under  capi¬ 
tal  leases,  are  stated  at  cost.  Depreciation  and  amor¬ 
tization  is  calculated  on  a  straight-line  basis  over  the 
estimated  useful  lives  of  the  assets.  Leasehold  im¬ 
provements  are  stated  at  cost  less  accumulated  am¬ 
ortization  computed  over  the  terms  of  the  related 
leases  (including  renewal  options)  or  their  estimated 
useful  lives,  whichever  is  shorter.  Expenditures  for  fur¬ 
niture  and  fixtures,  machines  and  equipment,  port¬ 
able  computers,  and  motor  vehicles  costing  less  than 
$15,000  and  for  computer  software  and  leasehold  im- 


Note  5  -  Leases 
Office  Space  Leases 

The  Comptroller’s  Office  occupies  office  space  in 
Washington,  D.C.  under  a  lease  agreement  with  an  in¬ 
itial  lease  period  of  15  years.  The  lease  provides  for 
two  consecutive  five-year  renewal  options  which  will 
provide  for  occupancy  through  the  year  2016.  The 
Comptroller's  Office  classified  this  lease  as  a  capital 
lease. 

The  district  and  field  offices  lease  space  under  agree¬ 
ments  which  expire  at  various  dates  through  2003. 
These  leases  are  treated  as  operating  leases. 


Future  lease  payments  under  office  space  leases  for 
the  district  and  field  offices,  as  well  as  the  Washing¬ 
ton,  D.C.  office  are  shown  in  the  following  table: 


Washington,  D.C. 

District  and 
Field  Offices 

Year 

Capital  Lease 

Operating  Leases 

1995 

10,604,929 

10,080,085 

1996 

10,639,688 

9,651,247 

1997 

10,676,185 

8,324,090 

1998 

10,714,507 

8,978,909 

1999 

10,754,744 

7,930,998 

2000  and  after 

184,356,015 

26,595,960 

Total  minimum 

lease  payments 

237,746,068 

$71,561,289 

Less  Amount 
representing  interest 

143,452,896 

Present  value  of 
net  minimum  lease 
payments 

$  94,293,173 

Certain  of  these  leases  provide  that  annual  rentals 
may  be  adjusted  to  provide  for  increases  in  taxes  and 
other  related  expenses.  Total  rental  expense  under 
district  and  field  office  operating  leases  was 
$12,354,417  and  $12,937,987  for  the  years  ended 
December  31,  1994  and  1993,  respectively. 

Other  Leases 

The  Comptroller’s  Office  has  leased  equipment  under 
two  capital  lease  agreements  which  terminate  in 
1996.  The  annual  lease  payments  for  1995  and  1996 
are  $14,592,  and  $10,944,  respectively.  Interest  and 
executory  costs  over  the  life  of  the  leases  total 
$2,955,  and  the  present  value  of  the  net  minimum 
lease  payments  is  $22,581. 

The  Statement  of  Operations  and  Changes  in  Net  Po¬ 
sition  caption  “Rent,  communications,  and  utilities”  in¬ 
cludes  interest  expense  related  to  capital  leases, 
which  equalled  interest  paid,  as  follows: 

1994  1993 

Washington,  D.C.  office  space  $9,731,771  $9,811,727 

Equipment  3,860  5,142 

Total  interest  expense  $9,735,631  $9,816,869 


Note  6  -  Retirement  and  Benefit  Plans  and  Accrued 
Annual  Leave 

Retirement  Plans 

The  Comptroller's  Office  contributes  to  the  Civil  Serv¬ 
ice  Retirement  System  and  the  Federal  Employees’ 
Retirement  System  administered  by  the  Office  of  Per¬ 
sonnel  Management  (OPM)  for  the  benefit  of  U.S. 
Government  employees.  The  Comptroller’s  office  con¬ 
tributions  aggregated  $19,359,000  and  $18,345,000 
in  1994  and  1993,  respectively.  The  retirement  plans 
are  participatory.  Under  the  Civil  Service  Retirement 
System  the  employer  and  employee  each  contribute 
7  percent  of  salary  to  the  plan.  Under  the  Federal  Em¬ 
ployees’  Retirement  System,  13  percent  of  salary  is 
contributed  by  the  Comptroller's  Office  and  0.8  per¬ 
cent  of  salary  is  contributed  by  the  employee. 

Although  the  Comptroller’s  Office  contributes  a  por¬ 
tion  of  pension  benefits  under  the  Civil  Service  and 
Federal  Employees’  Retirement  Systems  for  its  em¬ 
ployees  and  withholds  the  necessary  payroll  deduc¬ 
tions  from  them,  it  has  no  liability  for  future  payments 
to  employees  under  these  programs,  and  is  not  ac¬ 
countable  for  the  assets  of  the  Civil  Service  and  Fed¬ 
eral  Employees’  Retirement  Systems  nor  does  the 
Comptroller’s  Office  have  actuarial  data  concerning 
the  accumulated  plan  benefits  or  the  unfunded  pen¬ 


sion  liability  relating  to  its  employees.  These  amounts 
are  reported  by  OPM  for  the  retirement  systems  and 
are  not  allocated  to  the  individual  employers. 

Benefit  Plans 

The  Comptroller’s  Office  contributes  up  to  5  percent 
of  base  pay  for  participants  in  the  Thrift  Savings  Plan 
under  the  Federal  Employees'  Retirement  System. 
The  Comptroller’s  Office  contributions  for  the  savings 
plan  totaled  $4,142,836  and  $3,413,777  in  1994  and 
1993,  respectively.  The  Comptroller's  Office  also  con¬ 
tributes  for  Social  Security  and  Medicare  benefits  for 
all  eligible  employees. 

Similar  to  Federal  retirement  plans,  OPM.  rather  than 
the  Comptroller's  Office,  reports  the  liability  for  future 
payments  to  retired  employees  who  participate  in  the 
Federal  Employees  Health  Benefits  (FEHB)  plans  and 
Federal  Employees  Group  Life  Insurance  (FEGLI) 
plan.  The  Comptroller’s  Office  contributions  for  active 
employees  who  participate  in  the  FEHB  plans  were 
$2,334,420  and  $1,318,540  for  1994  and  1993,  re¬ 
spectively.  The  Comptroller's  Office  contributions  for 
active  employees  who  participate  in  the  FEGLI  plan 
were  $136,834  and  $108,892  for  1994  and  1993,  re¬ 
spectively. 

During  1994,  the  Comptroller's  Office  offered  two 
elective  benefit  plans  for  its  current  and  former  em¬ 
ployees.  The  plans  offered  to  the  employees  provided 
health  insurance  and  life  insurance  coverage.  The 
health  insurance  plan  was  phased-out  by  OCC  on 
December  31,  1994.  This  plan  had  been  offered  to 
the  OCC  employees  who  were  within  five  years  of  re¬ 
tirement,  and  to  former  OCC  employees  who  retired 
while  participating  in  this  program.  While  in  effect,  this 
plan  differed  from  the  other  FEHB  plans  because 
OCC  was  fully  responsible  for  the  associated  esti¬ 
mated  liability  on  December  31,  1994  of  $11,946,505. 
OCC  settled  this  liability  by  paying  the  Office  of  Per¬ 
sonnel  Management  (OPM)  $14,581,951  to  accept 
the  current  plan  participants  into  the  FEHB  program. 
This  transaction  resulted  in  a  recognized  loss  of 
$3,674,490. 

The  life  insurance  plan  is  offered  to  all  current  em¬ 
ployees,  and  all  former  employees  enrolled  in  the 
plan  at  retirement.  The  life  insurance  plan  offers  bene¬ 
fits  to  employees  who  are  not  enrolled  in  the  FEGLI 
plans.  This  plan  is  a  defined  benefit  plan,  and  the 
Comptroller’s  Office  is  fully  responsible  for  the  associ¬ 
ated  liability.  Premium  payments  made  during  1994  for 
current  employees  totaled  $127,970,  while  payments 
made  on  behalf  of  retirees  totaled  $109,645 

The  following  table  shows  the  unfunded  accrued  post¬ 
retirement  life  insurance  benefit  cost  at  December  31 , 
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1994  and  the  postretirement  life  insurance  benefit  ex¬ 
penses  for  1994. 


Accumulated  postretirement  benefits  obligation 


Retired  participants 

$1,413,932 

Active  eligible 

81,967 

Active  ineligible 

2,602,455 

4,098,354 

Fair  value  of  assets 

0 

Funded  status 

(4,098,354) 

Unrecognized  transition  obligation 

3,111,073 

Unrecognized  prior  service  cost 

0 

Unrecognized  (gain)/loss 

(51,769) 

Accrued  postretirement  benefit  cost 

$1,039,050 

Commerce  Bank  filed  a  suit  under  Gamer,  et 
al.  v.  USA,  FDIC,  the  Comptroller's  Office,  et 
al.  in  district  court  against  the  Comptroller’s 
Office  claiming  that  the  bank  was  incorrectly 
placed  into  receivership.  This  has  become  a 
test  case  for  the  new  regulatory  power 
granted  to  the  Comptroller’s  Office  under  the 
1992  Receivership  Law.  American  National 
Commerce  is  seeking  damages  in  excess  of 
$1  billion,  and  is  arguing  that  the  Receiver¬ 
ship  Law  is  unconstitutional.  The  Comp¬ 
troller’s  Office  expects  that  it  will  prevail  in  all 
the  issues  raised  in  this  case. 


Net  periodic  postretirement  benefit  cost  for  1994 

Service  cost  159,890 

Interest  cost  326,355 

Amortization  of  transition  obligation  over 
20  years  172,837 

Net  periodic  postretirement  benefit  cost  $659,082 


The  weighted-average  discount  rate  used  in  deter¬ 
mining  the  accumulated  postretirement  benefit  obli¬ 
gation  was  8.5  percent. 


In  addition  to  the  above,  the  Comptroller’s  Office  is  a 
defendant,  together  with  other  bank  supervisory 
agencies  and  other  persons,  in  various  litigation  pro¬ 
ceedings  resulting  from  the  closure  of  national  banks. 
In  the  opinion  of  the  Comptroller's  legal  staff,  the 
Comptroller’s  Office  will  be  able  to  defend  success¬ 
fully  against  these  complaints  and  no  material  liability 
is  expected  to  result  therefrom. 

Note  8  -  Disclosure  About  Fair  Value  of  Financial 
Instruments 


Note  7  -  Contingencies 

During  1994,  the  Comptroller's  Office  was  involved  in 
litigation  arising  from  the  following  cases: 

•  In  March  1993,  Branch  Trustee  of  Bank  of 
New  England  Corp  v.  United  States  was  filed 
against  the  Comptroller's  Office.  This  litiga¬ 
tion  arises  from  the  insolvency  declaration 
against  the  Bank  of  New  England,  N.A..  Ex¬ 
ercising  its  cross-guaranty  authority,  Federal 
Deposit  Insurance  Corporation  (FDIC)  im¬ 
posed  an  assessment  against  the  Bank  of 
New  England  affiliate  Maine  National  Bank, 
which  rendered  that  bank  insolvent  as  well. 
The  Trustee  seeks  $65  million  in  damages. 
The  Comptroller’s  Office  believes  that  it  faces 
no  liability  in  this  action  which  was  primarily 
directed  toward  the  FDIC. 

•  During  1993,  numerous  officers,  directors, 
and  shareholders  of  the  American  National 


The  carrying  amount  approximates  the  fair  value  of 
OCC's  financial  instrument  assets  and  liabilities  since 
the  amounts  stated  on  the  statement  of  position  for 
Fund  Balances  with  Treasury,  Accounts  Receivable, 
Travel  Advances,  Prepayments  and  Other  Advances, 
Investments,  Accounts  Payable,  and  Accrued  Payroll 
and  Benefits,  are  the  amounts  expected  to  be  real¬ 
ized  or  paid. 


Note  9  -  Statement  of  Budget  and  Actual  Expenses 

The  operations  and  financial  statements  of  the  Comp¬ 
troller’s  Office  are  based  upon  a  calendar  year  as 
opposed  to  the  Federal  government’s  fiscal  year. 
Consequently,  the  budget  and  actual  expense  data 
contained  in  the  Statement  of  Budget  and  Actual  Ex¬ 
penses  is  based  upon  the  Comptroller’s  Office's  inter¬ 
nal  operating  budget  and  this  statement  does  not 
reflect  the  data  contained  in  the  Budget  of  the  United 
States  Government. 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  March  31,  1994  and  March  31,  1995 

(Dollar  amounts  in  millions) 


March  3 1, 

1994 

March  3 1 

1995 

Change 

March  31.  1994- 
M arch  31  1995 
fully  consolidated 

Consolidated 
foreign  and 
domestic 

Consolidated 
foreign  and 
domestic 

Amount 

Percent 

Assets 

Cash  and  balances  due  from  depository  institutions: 

Noninterest-bearing  balances  and  currency  and  coin . 

Interest-bearing  balances  . 

Securities  not  in  trading  account* . 

$116,303 

46,869 

446,630 

$112,477 

54,172 

401,234 

-3,826.43 
7,302.81 
-45,396  49 

-3.29 

15.58 

-10.16 

Federal  funds  sold  and  securities  purchased  under  agreements  to 
resell . 

91,145 

88,088 

-3,056.82 

-3.35 

Loans  and  leases  net  of  unearned  income . 

Less  allowance  for  loan  and  lease  losses . 

Less  allocated  transfer  risk  reserve . 

1,274,454 

31,623 

4 

1 ,408,666 
31,131 

4 

134,21  1.59 
-491.50 
0.24 

10.53 

-1.55 

6.14 

Net  loans  and  leases . 

1,242,827 

1,377,530 

134,702.86 

10.84 

Premises  and  fixed  assets  . 

Other  real  estate  owned . 

All  other  assetst . 

32,447 

9,734 

182,252 

34,072 

4,995 

213,635 

1,624.48 

-4,739.87 

31,382.89 

5.01 

-48.69 

17.22 

Total  assets . 

2,168,208 

2,286,202 

1 17,993.44 

5.44 

Liabilities 

Deposits: 

Noninterest-bearing  deposits  in  domestic  offices . 

Interest-bearing  deposits  in  domestic  offices  . 

315,510 

1,025,018 

297,630 

1,026,134 

-17,880.32 

1,116.49 

-5.67 

0.11 

Total  domestic  deposits  . 

1,340,528 

1,323,764 

-16,763.84 

-1.25 

Total  foreign  deposits . 

228,044 

281,056 

53,01  1.88 

23.25 

Total  deposits . 

1 ,568,573 

1,604,821 

36,248.04 

2.31 

Federal  funds  purchased  and  securities  sold  under  agreements 

to  repurchase . 

Demand  notes  issued  to  U.S.  Treasury . 

Other  borrowed  money . 

Subordinated  notes  and  debentures . 

All  other  liabilities!  . 

177,114 

21,670 

95,580 

24,316 

1 14,035 

191,233 

6,328 

132,416 

26,616 

146,737 

14,118.79 

-15,342.35 

36,835.47 

2,300.34 

32,702.12 

7.97 

-70.80 

38.54 

9  46 
28.68 

Total  liabilities . 

2,001,287 

2,108,150 

106,862.42 

5.34 

Limited-life  preferred  stock . 

1 

3 

2 

NM 

Equity  Capital 

Perpetual  preferred  stock . 

Common  stock  . 

Surplus  . 

Net  undivided  profits  and  capital  reserves . 

Cumulative  foreign  currency  translation  adjustments . 

Total  eouitv  capital  . 

151 

16,938 

73,408 

77,189 

-766 

414 

17,902 

77,535 

82,787 

-590 

263.25 
963.85 
4,127  55 
5,598  22 
175  94 

174.10 

5  69 

5.62 

7  25 

NM 

166,920 

178,049 

11,128  81 

6.67 

Total  liabilities,  limited-life  preferred  stock,  and  equity  capital 

2,168,208 

2,286,202 

1  17,993  44 

5  44 

NM  =  Not  meaningful 

'Beginning  in  1994,  securities  classified  by  banks  as 
“available-for-sale"  are  valued  at  their  current  fair  value. 
fBeginning  in  1994,  trading  account  assets,  which  are 
reported  separately  and  included  in  all  other  liabilities. 


"held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  as 
included  in  all  other  assets,  are  reported  on  a  gross  basis,  and  trading  liabilities  are 
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Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national  banks,  March  31,  1995 

(Dollar  amounts  in  millions) 


Consolidated 
foreign  and 
domestic 

Percent 

distribution 

Interest  income 

Interest  and  fee  income  on  loans  ... 

$30,685.80 

74.9 

Income  from  lease  financing  receivables 

585.97 

1.4 

Interest  income  on  balances  due  from  depository  institutions 

1,018.29 

2.5 

Interest  and  dividend  income  on  securities 

6,381.74 

15.6 

Interest  income  from  assets  held  in  trading  accounts  .  . 

791.70 

1.9 

Interest  income  from  federal  funds  sold  and  securities  purchase  agreements 

1,475.87 

to  resell . 

3.6 

Total  Interest  income . 

40,942.54 

100.0 

Interest  expense: 

Interest  on  deposits  . 

13,753.71 

70.3 

Expense  of  federal  funds  purchased  and  securities  sold  under  agreements  to 

13.5 

repurchase . 

2,648.95 

Interest  on  demand  notes  issued  to  the  U  S.  Treasury  and  on  other  borrowed  money 

2,642.46 

13.5 

Interest  on  mortgage  indebtedness  and  obligations  under  capitalized  leases  .... 

25.33 

0.1 

Interest  on  notes  and  debentures  subordinated  to  deposits . 

479.36 

2.5 

Total  interest  expense  . 

19,551.05 

100.0 

Net  interest  income . 

21,391.49 

Provision  for  loan  and  lease  losses . 

1,270.55 

Provision  for  allocated  transfer  risk . 

0.16 

Noninterest  income: 

Service  charges  on  deposit  accounts . 

2,403.31 

20.0 

Other  noninterest  income . 

9,604.02 

80.0 

Total  noninterest  income . 

12,007.33 

100.0 

Gains  and  losses  on  securities  not  held  in  trading  accounts . 

-82.42 

Noninterest  expense: 

Salaries  and  employee  benefits . 

8,850.20 

40.9 

Expenses  of  premises  and  fixed  assets  (net  of  rental  income)  . 

2.793.22 

12.9 

Other  noninterest  expense . 

9,974.46 

46.1 

Total  noninterest  expense  . 

21,617.88 

100.0 

Income  (loss)  before  income  taxes  and  extraordinary  items  and  other  adjustments*  .  . 

10,427.81 

Applicable  income  taxes . 

3,741.09 

Income  before  extraordinary  items  and  other  adjustments . 

6,680.10 

Extraordinary  items  and  other  adjustments,  net  of  taxes . 

-4.98 

Net  Income . 

6,675.12 

Total  cash  dividends  declaredf . 

3,922.27 

Recoveries  credited  to  allowance  for  possible  loan  losses  . 

935.28 

Losses  charged  to  allowance  for  possible  loan  losses  . 

2,143.32 

Net  loan  losses . 

1,208.04 

‘The  subcomponents  of  income  may  not  add  to  the  reported  total  because  the  data  are  preliminary 
fBanks  with  assets  of  less  than  $100  million  report  this  item  only  in  their  December  report  of  income. 
Note  Preliminary  year-to-date  data. 
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Loans  of  national  banks  by  state,  March  31,  1995 
(Dollar  amounts  in  millions) 


Total 

loans, 

gross 

Domestic  offices 

Total 
loans  at 
foreign 
offices 

Loans 
secured 
by  real 
estate 

Loans  to 
farmers 

Commercial 

and 

Industrial 

loans 

Loans 

to 

individuals 

Other 

loans 

All  national  banks 

$1,411,664 

$549,643 

$15,210 

$304,235 

$266,055 

$114,747 

161,774 

Alabama . 

9,387 

4,936 

55 

2,330 

1,567 

499 

0 

Alaska . 

1,992 

917 

1 

583 

375 

111 

5 

Arizona . 

22,210 

6,670 

336 

2,543 

1 1 , 1 28 

1,534 

0 

Arkansas  . 

7,41 1 

3,939 

231 

1,297 

1,749 

195 

0 

California  . 

157,947 

72,467 

1,968 

23,544 

1 1 ,854 

15,805 

32,309 

Colorado  . 

14,438 

6,440 

434 

2,465 

3,898 

1,202 

0 

Connecticut . 

16,436 

7,770 

4 

6,421 

1,250 

991 

0 

Delaware  . 

26,657 

509 

6 

179 

25,455 

23 

485 

District  of  Columbia  .... 

3,814 

2,756 

0 

582 

187 

135 

153 

Florida . 

66,053 

37,726 

228 

9,793 

14,758 

3,228 

320 

Georgia . 

42,381 

15,863 

136 

12,960 

10,286 

3,136 

0 

Hawaii . 

224 

144 

0 

70 

8 

2 

0 

Idaho  . 

4,279 

1,519 

253 

706 

1,642 

159 

0 

Illinois . 

56,307 

21,430 

761 

18,033 

8,817 

4,632 

2,634 

Indiana . 

29,854 

14,202 

361 

5,755 

7,768 

1,768 

0 

Iowa  . 

9,625 

3,518 

636 

1,803 

3,405 

262 

0 

Kansas  . 

8,465 

3,441 

984 

1,867 

1,928 

244 

0 

Kentucky  . 

15,111 

6,935 

141 

3,267 

3,621 

1,147 

0 

Louisiana . 

12,872 

5,520 

74 

2,945 

3,730 

604 

0 

Maine . 

886 

640 

4 

156 

74 

1 1 

0 

Maryland  . 

29,866 

16,763 

1  1 

5,904 

2,730 

3,978 

479 

Massachusetts  . 

43,526 

14,918 

5 

15,210 

2,857 

2,581 

7 , 955 

Michigan  . 

19,238 

9,669 

72 

4,109 

4,870 

517 

0 

Minnesota . 

29,738 

1 1 ,268 

632 

8,910 

4,024 

4,737 

166 

Mississippi . 

6,300 

3,022 

111 

1,421 

1,476 

270 

0 

Missouri . 

21,741 

9,561 

321 

6,307 

4,009 

1 ,544 

0 

Montana . 

2,472 

1,011 

199 

475 

749 

38 

0 

Nebraska . 

9,395 

2,496 

1,439 

1,710 

3,428 

323 

0 

Nevada  . 

13,369 

1,070 

10 

222 

1  1,988 

80 

0 

New  Hampshire . 

3,365 

975 

0 

72 

2,312 

6 

0 

New  Jersey . 

38,814 

19,487 

9 

12,578 

4,781 

1,878 

81 

New  Mexico . 

5,384 

2,925 

120 

803 

1,290 

246 

0 

New  York  . 

203,635 

39,004 

111 

20,385 

1 1.079 

19,043 

1 14,013 

North  Carolina . 

58,499 

24,278 

327 

18,125 

5,335 

9.064 

1,370 

North  Dakota . 

1,832 

692 

297 

424 

378 

41 

0 

Ohio . 

80,749 

31,803 

319 

18,444 

24,161 

5,889 

134 

Oklahoma . 

10,676 

4,828 

626 

2,869 

2,061 

292 

0 

Oregon  . 

13,167 

3,821 

243 

4,328 

3,152 

1,623 

1 

Pennsylvania  . 

79,891 

34,557 

138 

24,649 

9,863 

9,382 

1,302 

Rhode  Island  . 

8,551 

3,650 

0 

2,949 

483 

1 ,468 

0 

South  Carolina . 

8,813 

5,539 

31 

1,643 

1,268 

332 

0 

South  Dakota . 

14,929 

1,176 

460 

1,977 

1 1,218 

99 

0 

Tennessee  . 

26,207 

12,537 

118 

7,084 

4,864 

1 ,603 

0 

Texas  . 

81,699 

34,287 

1,807 

25,713 

13,613 

5,999 

280 

Utah . 

7,232 

3,283 

119 

1,274 

2,007 

550 

0 

Vermont . 

1,593 

1,052 

5 

299 

183 

54 

0 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

33,550 

23,221 

7,882 

17,816 

15,400 

9,1 18 
4,586 

8,1  16 

90 

595 

13 

277 

6,873 

6,257 

1,121 

4,621 

6,271 

6,109 

1,986 

3,545 

4,916 

1,080 

177 

1,231 

0 

62 

0 

26 

Wyoming  . 

2,167 

1,415 

91 

180 

465 

1  16 

0 

Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,000 
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Deposits  of  national  banks,  by  state,  March  31,  1995 
(Dollar  amounts  in  millions) 


Total 
demand 
deposits  at 
domestic 
offices 

All 

NOW 

accounts 

Money 

market 

deposit 

accounts 

Large 

time 

deposits 

All  other 
deposits  at 
domestic 
offices 

Total 

deposits 

at 

foreign 

offices 

Total 

consolidated 

deposits 

All  national  banks 

$290,012 

$163,213 

$249,871 

$114,749 

$505,919 

$281,056 

$1,604,821 

Alabama  . 

1,456 

1,162 

1,559 

1,251 

4,648 

168 

10,243 

Alaska  . 

818 

264 

428 

297 

973 

0 

2,781 

Arizona  . 

5,189 

2,451 

5,256 

1,300 

6,71 1 

0 

20,907 

Arkansas  . 

2,119 

2,033 

1,227 

1,279 

4,852 

0 

1 1 ,509 

California  . 

36,957 

15,005 

35,886 

8,368 

34,237 

39,534 

169,987 

Colorado  . 

5,030 

3,542 

3,882 

808 

6,495 

28 

19,783 

Connecticut . 

4,200 

2,017 

2,515 

2,315 

6,889 

1,185 

19,122 

Delaware 

522 

131 

2,717 

4,403 

3,554 

668 

1 1 ,996 

District  of  Columbia 

1,640 

1,189 

1,928 

559 

1,485 

312 

7,1 13 

Florida . 

16,186 

9,973 

16,727 

8,126 

31,898 

790 

83,700 

Georgia  ... 

8,150 

5,523 

6,247 

2,984 

14,745 

588 

38,236 

Hawaii . 

62 

33 

34 

41 

99 

0 

270 

Idaho  . 

674 

528 

563 

289 

1,772 

0 

3,827 

Illinois  . 

13,557 

6,947 

9,427 

8,427 

26,197 

14,642 

79,196 

Indiana  . 

5,855 

4,346 

4,770 

2,128 

14,422 

529 

32,050 

Iowa . 

1,890 

1,672 

1,687 

678 

5,141 

0 

1 1 ,068 

Kansas  . 

1,819 

2,040 

1,947 

975 

6,012 

0 

12,793 

Kentucky  . 

2,908 

2,554 

1,470 

1,708 

7,357 

1,093 

17,090 

Louisiana . 

4,729 

2,848 

2,703 

2,622 

8,293 

178 

21,373 

Maine 

151 

136 

1 16 

70 

659 

0 

1,132 

Maryland  . 

6,901 

3,747 

5,269 

1,541 

17,041 

1,825 

36,324 

Massachusetts  . 

7,920 

3,733 

6,777 

3,357 

1 1,625 

9,901 

43,314 

Michigan  . 

3,968 

2,001 

4,922 

2,232 

9,726 

69 

22,917 

Minnesota . 

7,221 

3,761 

5,928 

1,610 

10,851 

971 

30,342 

Mississippi . 

1,755 

1,523 

1,399 

909 

3,556 

0 

9,142 

Missouri . 

6,01  1 

3,821 

5,972 

1,268 

9,914 

284 

27,271 

Montana . 

557 

529 

586 

139 

1,114 

0 

2,925 

Nebraska . 

1,930 

1,817 

1,321 

1,029 

6,213 

0 

12,310 

Nevada  . 

1,169 

622 

948 

319 

948 

0 

4,007 

New  Hampshire . 

105 

122 

331 

1,007 

1,016 

0 

2,581 

New  Jersey . 

12,124 

6,530 

8,472 

4,090 

22,761 

1,849 

55,826 

New  Mexico . 

1,540 

1,503 

1,121 

699 

3,129 

0 

7,992 

New  York  . 

23,675 

6,240 

22,528 

8,123 

20,219 

167,992 

248,777 

North  Carolina . 

8,939 

4,854 

7,007 

3,439 

14,238 

19,325 

57,801 

North  Dakota  . 

332 

467 

288 

169 

1,258 

0 

2,514 

Ohio . 

14,391 

9,104 

8,762 

4,706 

39,182 

5,681 

81,826 

Oklahoma . 

2,951 

2,553 

2,155 

2,104 

6,520 

35 

16,316 

Oregon  . 

3,412 

2,065 

3,078 

290 

3,934 

0 

12,779 

Pennsylvania  . 

16,398 

7,406 

13,902 

5,826 

34,730 

6,885 

85,147 

Rhode  Island  . 

1,051 

597 

1,584 

913 

2,849 

449 

7,443 

South  Carolina . 

1,862 

1,786 

2,063 

1,038 

4,723 

82 

1 1 ,554 

South  Dakota . 

948 

620 

1,377 

954 

3,249 

0 

7,149 

Tennessee 

5,803 

3,664 

6,200 

3,012 

12,921 

209 

31,809 

Texas  . 

23,980 

16,317 

18,796 

1 1,158 

35,080 

4,534 

109,865 

Utah  . 

1,822 

1,173 

1,577 

455 

3,252 

162 

8,441 

Vermont . 

243 

239 

520 

63 

760 

0 

1,825 

Virginia  . 

7,888 

5,435 

6,099 

2,390 

17,021 

260 

39,094 

Washington . 

5,856 

2,759 

5,864 

1,086 

5,790 

99 

21,455 

West  Virginia  . 

1,361 

1,472 

704 

576 

5,778 

0 

9,891 

Wisconsin 

3,687 

2,004 

2,948 

1,454 

8,520 

730 

19,343 

Wyoming 

300 

356 

286 

164 

1,562 

0 

2,669 

Note  Preliminary  end-of-quarter  data  Zeros  Indicate  amounts  of  less  than  $500,000. 
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Interest  income  of  national  banks,  by  state,  March  31,  1995 
(Dollar  amounts  in  millions) 


Interest 
and  fees 
on  loans 

Income 

from 

lease 

financing 

All  national  banks 

$30,686 

$586 

Alabama . 

200 

4 

Alaska . 

48 

0 

Arizona  . 

601 

23 

Arkansas  . 

152 

1 

California  . 

3,145 

75 

Colorado  . 

310 

4 

Connecticut . 

335 

0 

Delaware  . 

889 

0 

District  of  Columbia 

78 

0 

Florida . 

1,423 

7 

Georgia . 

886 

23 

Hawaii . 

5 

0 

Idaho  . 

89 

1 

Illinois . 

1,183 

8 

Indiana  . 

639 

14 

Iowa . 

228 

1 

Kansas  . 

191 

3 

Kentucky  . 

314 

8 

Louisiana . 

286 

1 

Maine . 

18 

0 

Maryland  . 

536 

40 

Massachusetts  . 

1,052 

32 

Michigan  . 

433 

2 

Minnesota . 

597 

17 

Mississippi . 

135 

0 

Missouri . 

452 

5 

Montana . 

59 

0 

Nebraska . 

241 

0 

Nevada  . 

456 

1 

New  Hampshire . 

136 

0 

New  Jersey . 

828 

2 

New  Mexico . 

120 

1 

New  York  . 

4,587 

108 

North  Carolina . 

1,091 

34 

North  Dakota . 

41 

0 

Ohio . 

1,806 

60 

Oklahoma . 

236 

1 

Oregon  . 

280 

1 5 

Pennsylvania  . 

1 ,566 

41 

Rhode  Island . 

154 

20 

South  Carolina . 

188 

0 

South  Dakota . 

463 

0 

Tennessee  . 

546 

5 

Texas  . 

1,647 

9 

Utah . 

159 

5 

Vermont . 

37 

0 

Virginia  . 

703 

4 

Washington . 

519 

D 

West  Virginia  . 

171 

0 

Wisconsin . 

384 

7 

Wyoming  . 

46 

0 

Interest  due 
from  other 
depository 
institutions 


$1,018 


0 

0 

1 

0 

124 

2 

3 

2 

8 

31 

7 

0 

0 

124 

1 

0 

0 

1 

2 

0 

6 

71 

1 

1 

1 

1 

0 

0 

1 

0 

18 

0 

490 

34 

0 

10 

1 

0 

46 

2 

1 

0 

4 
16 

0 

0 

0 

0 

0 

5 
0 


Interest 
and 
dividends  on 
securities 


$6,382 


61 

25 

84 

66 

369 

103 

118 

32 

38 

281 

169 

1 

8 

323 

136 

76 

81 

67 

152 

5 

155 

162 

83 

124 

62 

154 

12 

58 

23 

6 

236 

51 

692 

234 

13 
320 
113 

26 

433 

35 

53 

25 

148 

560 

37 

6 

195 

21 

53 

84 

14 


Interest 
from  trading 
account 
assets 


$792 


0 

0 

0 

0 

1 16 
0 
0 
0 
0 
0 

1 

0 

2 

61 

0 

0 

0 

0 

0 

0 

2 

41 

0 

1 

0 

2 

0 

0 

0 

0 

14 

2 

423 

94 

0 

4 

0 

3 

6 

0 

0 

0 

7 
1 

8 
0 
0 
1 

0 
0 
0 


Interest 

from  federal 
funds 
transactions 


$1,476 


4 
0 

5 

4 
71 

9 
16 

5 
17 

109 

30 

0 

1 

102 

20 

5 

6 
12 

10 
1 

7 

26 

7 
69 

3 
33 

1 

5 

1 

0 

98 

8 

345 

144 

0 

68 

5 
14 
31 

6 

19 

4 
18 
75 
1 1 

0 

19 

4 

3 

22 

1 


Total 

interest 

income 


$40,943 


268 

73 

714 

224 

3,899 

428 

472 

928 

144 

1,851 

1,116 

6 

101 

1,801 

811 

310 

282 

402 

451 

24 

745 

1,384 

525 

809 

201 

647 

72 

305 

482 

142 

1,196 

182 

6,644 

1,631 

54 

2,268 

354 

338 

2,123 

216 

261 

493 

727 

2,309 

221 

43 

921 

552 

227 

501 

62 


The^ubcompo  J.comeA.L'add  to  the  reported  total  because  the  data  are  preliminary 
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Noninterest  income  of  national  banks,  by  state,  March  31,  1995 


Gains 

Other 

Gains 

Gams 

(losses) 

noninterest 

(losses) 

Sen/ice 

(losses) 

on  fees  from 

income 

on  assets 

charges  on 

on  foreign 

assets  in 

-h 

not  in 

deposit 

exchange 

trading 

extraordinary 

trading 

accounts 

transactions 

accounts 

items 

accounts 

$2,403 

$482 

$307 

$8,810 

-$82 

16 

1 

0 

30 

0 

5 

0 

0 

9 

-4 

42 

1 

0 

132 

-4 

16 

0 

1 

27 

-0 

361 

-30 

160 

801 

-15 

41 

0 

0 

76 

-8 

30 

-0 

1 

78 

-0 

2 

0 

0 

872 

0 

12 

0 

0 

24 

-2 

154 

2 

0 

222 

-1 

94 

-0 

2 

191 

5 

0 

0 

0 

0 

0 

8 

0 

2 

7 

0 

98 

31 

13 

187 

-3 

43 

0 

1 

88 

-8 

15 

0 

0 

55 

-2 

19 

0 

0 

28 

-18 

23 

0 

-0 

37 

-1 

40 

0 

1 

53 

-12 

1 

0 

0 

1 

-0 

59 

2 

2 

81 

6 

52 

16 

3 

212 

1 

32 

0 

-1 

59 

1 

48 

4 

5 

186 

2 

15 

0 

1 

20 

-0 

44 

3 

7 

106 

-0 

5 

0 

0 

7 

-1 

16 

0 

0 

67 

-1 

7 

0 

0 

415 

0 

1 

0 

0 

68 

-0 

82 

3 

3 

161 

-38 

14 

0 

1 

16 

-1 

107 

41  1 

19 

1,629 

56 

86 

8 

46 

243 

-8 

3 

0 

0 

6 

-0 

1  12 

4 

i 

435 

-22 

29 

1 

2 

42 

-6 

40 

1 

7 

88 

0 

107 

12 

0 

461 

6 

8 

0 

0 

72 

1 

19 

0 

0 

28 

-4 

5 

-0 

0 

539 

1 

58 

1 

22 

155 

1 

245 

6 

5 

432 

-1  1 

19 

0 

1 

53 

0 

2 

0 

0 

4 

0 

74 

0 

-0 

104 

1 

59 

4 

3 

97 

-0 

9 

0 

0 

18 

-1 

24 

1 

0 

85 

12 

2 

0 

0 

3  

-6 

Total 

noninterest 
income  and 
gains  (losses) 
on  assets  not 
in  trading 
accounts 


All  national  banks 


Alabama . 

Alaska 

Arizona . 

Arkansas  . 

California 

Colorado 

Connecticut  .  .  .  . 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia 

Hawaii 

Idaho  . 

Illinois  .  . 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 


Maryland 
Massachusetts 
Michigan  .  . 
Minnesota 
Mississippi  .  .  . 
Missouri  .  .  .  . 
Montana  .  .  .  . 
Nebraska  .  .  . 
Nevada  ... 
New  Hampshire 

New  Jersey  .  . 
New  Mexico  .  . 
New  York 
North  Carolina 
North  Dakota 

Ohio . 

Oklahoma 
Oregon  .... 
Pennsylvania 
Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


$1 1,920 


Note  Preliminary  year-to-date  data  Zeros  indicate  amounts  of  less  than  $500,000 


47 

10 

171 

45 

1,278 

110 

108 

874 

34 

378 

291 

1 

17 

325 

123 

69 

30 

60 

82 

2 

150 

283 

90 

245 

36 

159 

10 

83 

422 

69 

212 

30 

2,223 

374 

8 

530 

67 

136 

586 

81 

43 

545 

237 

677 

72 

6 

178 

162 

25 

123 

-1 
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Interest  expense  of  national  banks,  by  state,  March  31,  1995 
(Dollars  amounts  in  millions) 


Interest  on 

Interest 

Treasury 

on 

Expense  of 

demand  notes 

mortgage 

Interest 

federal 

and 

and 

on 

funds 

other  borrowed 

capitalized 

deposits 

transactions 

money 

leases 

$13,754 

$2,649 

$2,642 

$25 

106 

23 

6 

0 

20 

7 

0 

0 

127 

11 

101 

0 

90 

6 

2 

0 

1,210 

134 

160 

3 

130 

24 

1 

1 

133 

68 

29 

0 

150 

35 

193 

1 

47 

12 

1 

0 

616 

128 

16 

1 

306 

174 

61 

0 

2 

0 

0 

0 

32 

10 

6 

0 

715 

120 

78 

7 

277 

66 

28 

0 

93 

27 

21 

0 

112 

12 

6 

0 

154 

28 

7 

0 

159 

19 

7 

0 

9 

1 

2 

0 

247 

37 

5 

0 

457 

80 

205 

0 

194 

18 

8 

0 

220 

85 

58 

1 

69 

15 

1 

0 

217 

60 

35 

1 

21 

3 

0 

0 

116 

8 

3 

0 

21 

8 

167 

0 

30 

3 

10 

0 

360 

75 

20 

0 

57 

14 

4 

0 

3,041 

151 

555 

2 

538 

255 

208 

1 

22 

1 

1 

0 

705 

145 

149 

1 

142 

24 

8 

0 

81 

23 

19 

0 

689 

177 

196 

0 

65 

32 

14 

0 

92 

27 

4 

0 

67 

26 

107 

0 

267 

57 

21 

0 

787 

183 

66 

1 

64 

28 

9 

0 

16 

2 

1 

0 

291 

98 

22 

0 

127 

42 

9 

1 

79 

10 

3 

0 

171 

52 

1 1 

0 

13 

6 

0 

0 

Interest 

on 

subordinated 

notes 

and 

debentures 


Total 

interest 

expense 


All  national  banks 


$479 


$19,551 


3 

138 

0 

27 

4 

244 

0 

97 

87 

1,595 

1 

155 

3 

233 

11 

389 

0 

61 

10 

772 

18 

559 

0 

2 

1 

49 

30 

951 

0 

371 

2 

144 

0 

129 

1 

189 

0 

185 

0 

1  1 

6 

295 

17 

760 

1 

221 

3 

367 

0 

86 

1 

314 

0 

24 

3 

131 

2 

199 

0 

42 

10 

465 

0 

76 

156 

3,906 

22 

1,024 

0 

24 

26 

1,026 

0 

174 

2 

125 

17 

1,079 

2 

112 

2 

124 

5 

205 

2 

347 

14 

1,051 

1 

102 

0 

18 

6 

417 

6 

186 

0 

93 

3 

237 

0 

19 

Alabama . 

Alaska . 

Arizona  . 

Arkansas  . 

California . 

Colorado  . 

Connecticut  .... 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia  . 
Hawaii  .  . 
Idaho  .  . 
Illinois  . 
Indiana 
Iowa  .  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  .  . 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .... 
Montana  .... 
Nebraska  .  .  . 
Nevada  .... 
New  Hampshire 


New  Jersey  . 
New  Mexico  . 
New  York  .  . 
North  Carolina 
North  Dakota 

Ohio . 

Oklahoma 
Oregon  .  . 
Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee  .  . 
Texas  .... 

Utah . 

Vermont  .  .  . 
Virginia  .  .  . 
Washington  . 
West  Virginia 
Wisconsin  . 
Wyoming 


Note:  Preliminary  year-to-date  data.  Zeros  indicate  amounts  of  less  than 
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Noninterest  and  other  expense  of  national  banks,  by  state,  March  31,  1995 


Provision 

Provision 

Expenses  of 

for  loan 

for 

Salaries 

premises 

and 

allocated 

and 

and 

Applicable 

Other 

lease 

transfer 

employee 

fixed 

income 

income 

losses 

risk 

benefits 

assets 

taxes 

taxes 

$1,271 

$0 

$8,850 

$2,793 

$3,741 

$9,974 

8 

0 

54 

13 

20 

39 

-3 

0 

21 

7 

6 

12 

87 

0 

127 

30 

77 

213 

3 

0 

48 

14 

19 

47 

38 

0 

1,074 

376 

514 

879 

3 

0 

99 

31 

41 

129 

3 

0 

98 

32 

37 

1 19 

226 

0 

195 

48 

144 

574 

-0 

0 

32 

1 1 

9 

40 

66 

0 

311 

125 

188 

442 

31 

0 

178 

56 

94 

300 

0 

0 

2 

1 

0 

1 

3 

0 

16 

5 

7 

25 

49 

0 

358 

1  1 1 

124 

279 

12 

0 

139 

44 

67 

165 

17 

0 

57 

18 

19 

73 

3 

0 

55 

16 

16 

61 

6 

0 

72 

22 

29 

76 

3 

0 

111 

33 

26 

98 

0 

0 

5 

1 

2 

4 

6 

0 

161 

54 

78 

160 

88 

0 

260 

80 

109 

245 

23 

0 

97 

28 

40 

123 

10 

0 

174 

54 

84 

214 

2 

0 

45 

13 

18 

36 

9 

0 

132 

34 

62 

138 

3 

0 

13 

4 

8 

17 

13 

0 

68 

21 

25 

74 

129 

0 

52 

7 

96 

248 

8 

0 

3 

1 

26 

89 

23 

0 

253 

87 

123 

307 

-1 

0 

40 

13 

16 

39 

162 

0 

1,607 

508 

546 

1,242 

19 

0 

332 

98 

54 

334 

1 

0 

12 

3 

4 

8 

81 

0 

387 

105 

185 

618 

4 

0 

79 

22 

18 

79 

14 

0 

82 

26 

45 

97 

-5 

0 

502 

172 

162 

461 

0 

0 

51 

1 1 

32 

40 

-5 

0 

53 

17 

19 

58 

84 

0 

59 

12 

98 

423 

8 

0 

184 

50 

63 

190 

38 

0 

602 

196 

125 

643 

4 

0 

48 

10 

21 

70 

1 

0 

8 

3 

2 

10 

-21 

0 

207 

81 

90 

157 

6 

0 

127 

43 

78 

132 

7 

0 

42 

12 

19 

41 

6 

0 

1 10 

32 

47 

98 

0 

0 

7 

2 

8 

8 

Total 

noninterest 

and 

other 

expense 


All  national  banks 


Alabama 

Alaska 

Arizona . 

Arkansas  . 

California  . 

Colorado  . 

Connecticut  .  .  .  . 
Delaware 

District  of  Columbia 
Florida 


Georgia 

Hawaii  . 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine  . 


Maryland  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  . 
Missouri  .... 
Montana  .... 
Nebraska  . 
Nevada  .... 
New  Hampshire 


New  Jersey 
New  Mexico  . 
New  York  .  . 
North  Carolina 
North  Dakota 

Ohio . 

Oklahoma  .  . 
Oregon  .  .  . 
Pennsylvania 
Rhode  Island 


South  Carolina 

South  Dakota 

Tennessee 

Texas  ... 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


$26,630 


134 

42 

534 
131 

2,880 

303 

289 

1,187 

92 

1,132 

660 

5 

57 

921 

427 

184 

151 

205 

271 

12 

458 

781 

312 

535 
113 
375 

45 

202 

533 

127 

792 

106 

4,064 

838 

29 

1,376 

202 

264 

1,293 

134 

143 

677 

495 

1,604 

153 

25 
514 
387 
120 
293 

26 


Note  Preliminary  year-to-date  data  Zeros  indicate  amounts  of  less  than  $500,000 
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Value  of  securities  not  in  trading  account  at  domestic  offices  of  national  banks,  by  state,  March  31,  1995 

(Dollar  amounts  in  millions) 


U.S. 

Treasury 

securities 

U.S. 

government 
issued  or 
guaranteed 
certificates  of 
participation 

Other  U.S. 
government 
agency 
and 

corporation 

obligations 

Securities 
issued  by 
states  and 
political 
subdivisions 
in  the  U.S. 

Other 

domestic 

debt 

securities 

Foreign 

debt 

securities 

Equity 

securities 

All  national  banks 

$1 14,876 

$89,884 

$103,934 

$31 ,955 

$28,186 

$872 

$8,158 

Alabama . 

540 

521 

1.858 

493 

72 

7 

44 

Alaska . 

688 

33 

357 

214 

245 

0 

14 

Arizona  . 

1,322 

1,429 

1,899 

1 1 1 

619 

1 

59 

Arkansas  . 

1,403 

415 

1,788 

680 

109 

0 

49 

California  . 

3,104 

6,170 

4,834 

597 

2,570 

16 

492 

Colorado  . 

1,281 

3,075 

998 

423 

364 

0 

66 

Connecticut . 

1,800 

3,895 

372 

20 

1,255 

6 

95 

Delaware  . 

862 

72 

756 

24 

496 

1 

47 

District  of  Columbia . 

786 

769 

645 

19 

367 

0 

31 

Florida . 

6,966 

2,841 

4,244 

1,135 

1,560 

35 

399 

Georgia . 

4,804 

2,591 

1,485 

1,266 

622 

3 

204 

Hawaii . 

32 

0 

13 

1 

0 

0 

2 

Idaho  . 

159 

66 

211 

35 

19 

0 

27 

Illinois . 

5,275 

3,096 

6,991 

3,183 

1,413 

18 

353 

Indiana  . 

799 

3,368 

2,437 

1,155 

489 

2 

143 

Iowa . 

942 

1,866 

754 

608 

116 

0 

101 

Kansas  . 

1,305 

1,043 

2,025 

633 

1 19 

2 

78 

Kentucky  . 

1,341 

602 

1,311 

816 

212 

0 

92 

Louisiana . 

4,041 

2,716 

2,566 

306 

211 

3 

117 

Maine . 

72 

78 

99 

16 

23 

0 

17 

Maryland  . 

2,839 

2,568 

2,406 

886 

1,072 

17 

78 

Massachusetts  . 

2,185 

3,309 

2,106 

108 

948 

97 

21 1 

Michigan  . 

1,367 

506 

2,685 

386 

521 

4 

91 

Minnesota . 

1,581 

2,950 

1,029 

817 

399 

5 

331 

Mississippi . 

1,074 

236 

1,846 

632 

1 16 

i 

28 

Missouri . 

3.666 

1,599 

3,084 

887 

837 

4 

84 

Montana . 

79 

506 

93 

59 

1 1 

0 

12 

Nebraska . 

1,402 

485 

1,031 

649 

45 

0 

69 

Nevada  . 

338 

443 

496 

10 

194 

0 

28 

New  Hampshire . 

83 

61 

46 

8 

7 

0 

12 

New  Jersey . 

8,331 

4,066 

2,1  16 

933 

371 

42 

195 

New  Mexico . 

561 

1,198 

1,109 

241 

73 

0 

30 

New  York  . 

4,844 

3,056 

3,188 

3,163 

1,118 

424 

1,837 

North  Carolina . 

1 1 ,333 

1,567 

1,013 

1,055 

317 

2 

1 12 

North  Dakota . 

1 19 

332 

239 

59 

4 

0 

1  ( 

Ohio . 

3,460 

4,786 

7,026 

1,688 

2,072 

17 

335 

Oklahoma . 

2,361 

1,228 

2,612 

802 

165 

1 

136 

Oregon  . 

Pennsylvania  . 

349 

4,640 

430 

6,577 

495 

12,187 

250 

1,699 

46 

3,887 

0 

77 

A 

20 

593 

Rn 

Rhode  Island  . 

895 

948 

3b3 

12 

2/ 

H 

South  Carolina . 

1,156 

922 

1,305 

231 

19 

1 

35 

South  Dakota . 

221 

817 

1  19 

129 

109 

0 

44 

Tennessee  . 

2,258 

1,667 

4,136 

895 

211 

3 

1  oU 

Texas  . 

14,241 

9,893 

9,914 

1,829 

2,674 

66 

376 

Utah . 

358 

257 

1,198 

271 

88 

0 

214 

Vermont . 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

113 

4,708 

270 

743 

1,515 

128 

2,666 

226 

337 

1,309 

128 

3,535 

294 

1,397 

921 

28 

590 

225 

493 

1,1 15 

4 

1,339 

58 

184 

315 

0 

5 

0 

0 

8 

n 

1  o 

258 

129 

67 

116 

O  1 

Wyoming  . 

265 

159 

184 

69 

73 

U 

‘Beginning  in  1994,  securities 

classified  by  t 

)anks  as  “held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  a‘ 

dVdlidUic-iursaic  aio  vaiucu  u  i^i.  .1  -  d'crvn  nrvrv 

Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,000. 
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Off-balance  sheet  items,  by  state,  March  31,  1995 
(Dollar  amounts  in  millions) 


Unused 

commitments 

Letters 

of 

credit 

Securities 

lent 

Mortgages 
transferred 
to  FNMA  and 
FHLMC 
with  recourse 

Notional 
value  of 
swap 
contracts 

When-issued 
securities 
and  futures 
and 
forward 
contracts 

Written  and 
purchased 
options 
contracts 

All  national  banks 

$1,208,908 

$101,546 

$26,452 

$5,869 

$2,003,976 

$5,128,667 

$1,606,033 

Alabama  . 

3,303 

402 

31 

0 

619 

15 

25 

Alaska 

676 

11 

30 

0 

303 

5 

0 

Arizona  . 

51,711 

351 

219 

7 

5,900 

185 

485 

Arkansas  . 

1,656 

84 

0 

0 

0 

100 

42 

California  . 

87,123 

16,456 

7,140 

67 

445,01 1 

1,067,369 

178,652 

Colorado  . 

10,283 

350 

1,144 

0 

1,536 

156 

409 

Connecticut 

1 1,047 

1,359 

0 

81 

6,397 

4,920 

1,396 

Delaware  . 

205,403 

1 

0 

0 

8,197 

137 

3,743 

District  of  Columbia . 

987 

79 

0 

0 

508 

25 

846 

Florida  . 

29,645 

2,174 

94 

42 

8,287 

161 

8,793 

Georgia  . 

43,036 

3,428 

0 

365 

10,820 

666 

5,224 

Hawaii . 

70 

3 

0 

0 

0 

0 

0 

Idaho  . 

1,518 

38 

0 

0 

877 

3,335 

1,275 

Illinois . 

50,446 

4,765 

25 

18 

184,580 

405,883 

139,780 

Indiana  . 

17,083 

1,219 

117 

8 

6,649 

515 

1,464 

Iowa . 

8,702 

208 

341 

0 

294 

3 

79 

Kansas  . 

3,547 

129 

4 

23 

151 

14 

0 

Kentucky  . 

3,516 

401 

5 

22 

2,132 

15 

165 

Louisiana . 

5,518 

278 

79 

23 

747 

16 

835 

Maine . 

197 

2 

0 

0 

50 

0 

20 

Maryland  . 

9,254 

1,147 

779 

97 

7,246 

1,714 

664 

Massachusetts  . 

26,461 

3,126 

1 

56 

18,752 

75,796 

18,102 

Michigan  . 

10,760 

522 

143 

154 

1,845 

40 

41 

Minnesota . 

15,137 

1,711 

463 

55 

4,131 

5,037 

2,223 

Mississippi . 

1,638 

1 1 1 

365 

0 

195 

148 

200 

Missouri . 

10,794 

1,048 

416 

0 

4,491 

2,031 

592 

Montana . 

1,241 

40 

2 

0 

50 

0 

0 

Nebraska . 

1  1,321 

128 

5 

0 

285 

7 

0 

Nevada  . 

66,106 

59 

0 

0 

5,897 

2,453 

8,009 

New  Hampshire  ... 

7,753 

1 

0 

0 

579 

0 

475 

New  Jersey . 

10,045 

1,204 

0 

0 

18,902 

20,412 

41,713 

New  Mexico . 

1,028 

62 

21 

4 

316 

1,933 

810 

New  York 

1  18,314 

35,219 

4,926 

3,034 

949,665 

3,201,838 

808,157 

North  Carolina . 

40,008 

4,391 

0 

26 

1 17,035 

265,750 

316,720 

North  Dakota  . 

248 

10 

24 

0 

0 

0 

0 

Ohio . 

86,104 

3,426 

92 

76 

60,660 

7,123 

16,487 

Oklahoma . 

3,080 

261 

0 

19 

296 

33 

0 

Oregon  . 

1  1,816 

477 

0 

0 

1,038 

1,088 

136 

Pennsylvania  . 

42,883 

7,668 

3,407 

286 

50,880 

21,522 

20,297 

Rhode  Island  . 

4,623 

252 

0 

2 

1 1 ,553 

362 

288 

South  Carolina . 

2,393 

181 

35 

104 

106 

97 

48 

South  Dakota . 

99,828 

51 

119 

0 

5,887 

2,400 

7,698 

Tennessee 

1  1 ,550 

1,339 

200 

605 

3,961 

3,257 

255 

Texas  . 

38,407 

3,349 

6,038 

264 

22,262 

7,090 

7,135 

Utah  . 

3,556 

201 

0 

2 

1,103 

5,532 

4,321 

Vermont . 

464 

27 

0 

0 

5 

3 

85 

Virginia 

1 2,209 

1,943 

21 

15 

9,990 

23 

3,107 

Washington . 

16,009 

1,101 

23 

0 

15,246 

19,172 

253 

West  Virginia 

1,379 

84 

63 

33 

1,240 

63 

200 

Wisconsin . 

8,846 

656 

67 

380 

7,304 

224 

4.491 

Wyoming 

187 

12 

12 

0 

0 

0 

294 

Swap,  futures  and  forward,  and  option  contracts  include  interest  rate,  foreign  exchange,  and  commodities  and  equities  contracts 
Note  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000 
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Outstanding  balances,  credit  cards  and  related  plans,  by  state,  March  31,  1995 

(Dollar  amounts  in  thousands) 


Total 

number  of 
national  banks 


Credit  cards  and  other 
related  credit  plans 


Number  of 
national  banks 


Outstanding 

volume 


All  national  banks 


2,981 


1,962 


$1 10,978,343 


Alabama . 

Alaska . 

Arizona . 

Arkansas  . 

California . 

Colorado  . 

Connecticut  .  .  . 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia  . 
Hawaii  . 
Idaho  .  . 
Illinois  .  . 
Indiana 
Iowa  .  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  .  . 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .... 
Montana  .... 
Nebraska  .  .  . 
Nevada  .... 
New  Hampshire 

New  Jersey  .  . 
New  Mexico  .  . 
New  York  .  .  . 
North  Carolina  . 
North  Dakota  . 

Ohio . 

Oklahoma  .  .  . 
Oregon  .  .  .  . 
Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee  .  . 
Texas  .... 

Utah . 

Vermont  .  .  . 
Virginia  .  .  . 
Washington 
West  Virginia 
Wisconsin 
Wyoming  .  . 


37 

18 

259,453 

4 

3 

67,531 

13 

11 

8,1  18,823 

76 

34 

206,023 

125 

114 

5,215,434 

103 

88 

1,658,779 

12 

1 1 

41,521 

18 

17 

25,756,880 

14 

1 1 

62,919 

111 

65 

4,668,818 

70 

56 

4,787,688 

2 

2 

3,241 

6 

6 

148,403 

256 

161 

1,834,241 

59 

54 

1,457,670 

76 

54 

1,955,078 

125 

47 

574,555 

74 

50 

247,125 

35 

22 

607,485 

7 

6 

24,427 

19 

16 

569,751 

21 

17 

224,666 

43 

32 

1,310,297 

129 

103 

1,260,215 

24 

12 

104,341 

61 

44 

741,921 

22 

16 

242,994 

102 

58 

1,843,374 

7 

5 

1 1,712,529 

7 

5 

2,246.517 

37 

32 

223,494 

29 

21 

69,814 

69 

50 

5,880,506 

13 

12 

533,492 

22 

19 

31,944 

122 

99 

7,296,409 

123 

62 

155,314 

6 

6 

1,546,790 

126 

87 

1,138,801 

2 

2 

62,434 

22 

22 

139,425 

21 

14 

8,905,681 

46 

26 

1,047,934 

472 

202 

1,170,017 

9 

9 

242,252 

9 

6 

63,745 

33 

23 

1,471,181 

20 

19 

2,132,329 

43 

20 

104.944 

80 

76 

791,913 

19 

17 

17,225 

Note:  Preliminary  end-of-quarter  data. 
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Consolidated  foreign  and  domestic  loans  and  leases  past  due  at  national  banks,  March  31,  1995 

(Dollar  amounts  in  millions) 


Number 

of 

banks 

Type  of  loan 

All  real 
estate 

Commercial  and 
Industrial * 

Personalf 

Leases 

Other 

loanst 

Total 

loans 

To  non -U  S. 
addresses 

All  national  banks 

2,981 

$9,516 

$3,804 

$7,302 

$161 

$681 

$21,464 

$1,079 

Alabama . 

37 

61 

14 

35 

1 

0 

111 

0 

Alaska  . 

4 

20 

11 

8 

0 

1 

40 

0 

Arizona  . 

13 

67 

20 

349 

2 

9 

447 

0 

Arkansas  . 

76 

64 

30 

27 

0 

1 

123 

0 

California . 

125 

1,411 

360 

266 

5 

39 

2,080 

38 

Colorado  . 

103 

69 

46 

46 

1 

11 

174 

0 

Connecticut . 

12 

156 

34 

36 

0 

34 

260 

0 

Delaware . 

18 

6 

5 

767 

0 

0 

778 

0 

District  of  Columbia . 

14 

22 

7 

4 

0 

14 

47 

0 

Florida  . 

1 1 1 

591 

55 

239 

1 

12 

897 

4 

Georgia  .  . 

70 

163 

102 

1 19 

3 

16 

403 

0 

Hawaii  . 

2 

2 

3 

0 

0 

0 

5 

0 

Idaho  . 

6 

16 

12 

24 

0 

8 

59 

0 

Illinois  . 

256 

387 

205 

179 

2 

32 

805 

0 

Indiana  . 

59 

164 

76 

190 

4 

12 

447 

0 

Iowa  . 

76 

43 

40 

99 

0 

7 

189 

0 

Kansas  . 

125 

43 

37 

39 

1 

4 

123 

0 

Kentucky  . 

74 

95 

54 

65 

4 

6 

224 

0 

Louisiana . 

35 

59 

28 

99 

0 

17 

203 

0 

Maine . 

7 

13 

2 

1 

0 

0 

16 

0 

Maryland  . 

19 

523 

113 

92 

21 

16 

766 

5 

Massachusetts  . 

21 

247 

93 

84 

8 

8 

441 

16 

Michigan  . 

43 

132 

42 

92 

0 

1 

267 

0 

Minnesota . 

129 

125 

122 

64 

2 

10 

323 

0 

Mississippi . 

24 

34 

15 

25 

0 

3 

77 

0 

Missouri . 

61 

124 

76 

64 

1 

55 

320 

0 

Montana . 

22 

1 1 

18 

15 

0 

9 

53 

0 

Nebraska . 

102 

29 

58 

76 

0 

12 

175 

0 

Nevada  . 

7 

12 

3 

466 

0 

0 

481 

0 

New  Hampshire . 

7 

18 

2 

57 

0 

0 

76 

0 

New  Jersey . 

37 

656 

350 

105 

1 

14 

1,125 

0 

New  Mexico . 

29 

40 

11 

30 

0 

0 

82 

0 

New  York  . 

69 

1,474 

649 

1,373 

68 

152 

3,715 

980 

North  Carolina . 

13 

229 

56 

42 

3 

7 

337 

0 

North  Dakota  . 

22 

11 

11 

6 

0 

11 

39 

0 

Ohio . 

122 

397 

133 

579 

10 

12 

1,131 

0 

Oklahoma . 

123 

73 

48 

33 

0 

3 

157 

0 

Oregon  . 

6 

31 

26 

48 

7 

4 

115 

0 

Pennsylvania  . 

126 

614 

201 

281 

2 

48 

1,147 

0 

Rhode  Island  . 

2 

74 

18 

25 

2 

6 

126 

0 

South  Carolina . 

22 

67 

15 

15 

0 

1 

98 

0 

South  Dakota  . 

21 

17 

59 

449 

0 

17 

543 

0 

Tennessee  . 

46 

1 17 

36 

95 

2 

1 

251 

0 

Texas  . 

472 

499 

275 

240 

3 

22 

1,039 

34 

Utah  . 

9 

37 

12 

28 

1 

2 

79 

0 

Vermont . 

9 

16 

5 

3 

0 

0 

25 

0 

Virginia  . 

33 

154 

65 

1 10 

0 

6 

334 

0 

Washington . 

20 

98 

40 

100 

2 

15 

254 

2 

West  Virginia . 

43 

64 

30 

44 

0 

0 

138 

0 

Wisconsin . 

80 

135 

77 

65 

2 

23 

303 

0 

Wyoming  . 

19 

4 

5 

5 

0 

0 

14 

0 

'For  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans. 
fFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans 
tDoes  not  include  banks  with  assets  of  less  than  $300  million. 
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Percent  of  loans  past  due,  by  asset  size  of  national  banks,  March  31,  1995 * 


Less 

than 

$300M 

$300M 

to 

$1B 

$1B 

to 

$  10B 

Greater 
than 
$  10B 

All 

national 

banks 

Real  estate 

June  1994  . 

1.45 

1.21 

1.54 

1.76 

1.58 

September  1994  . 

1.39 

1.15 

1.46 

1.60 

1  47 

December  1994  . 

1.47 

1.23 

1.26 

1.75 

1  52 

March  1995  . 

1.70 

1.37 

1.35 

1.90 

1.66 

Commercial  and  industrial! 

June  1994  . 

3.06 

2.00 

1.30 

0.56 

0.91 

September  1994  . 

2.90 

1.91 

1.08 

0  64 

0  89 

December  1994  . 

2.94 

1.65 

0.90 

0.75 

0.89 

March  1995  . 

3.91 

2.14 

1.02 

0.79 

0.99 

Personal! 

2.25 

June  1994  . 

2.13 

1.98 

2.32 

2.28 

September  1994  . 

2.18 

1.81 

2.47 

2.37 

2.33 

December  1994  . 

2.36 

1.98 

2.47 

2.57 

2.44 

March  1995  . 

2.28 

1.92 

2.54 

2.64 

2.50 

Leases 

0.75 

June  1994  . 

0.59 

0.60 

0.60 

0.81 

September  1994  . 

0.86 

0.49 

0.54 

0.68 

0.64 

December  1994  . 

0.91 

0.62 

0.61 

0.60 

0.60 

March  1995  . 

1.10 

0.51 

0  41 

0.54 

0.51 

Other  loans 

0.57 

June  1994  . 

N/M 

0.33 

0.84 

0.56 

September  1994  . 

0.00 

0.31 

0.83 

0.45 

0.48 

December  1994  . 

0.00 

0.25 

0.58 

0.31 

0.34 

March  1995  . 

0.00 

0  49 

1.42 

0.38 

0.53 

Total  loans 

1.42 

June  1994  . 

1.67 

1.48 

1.66 

1.26 

September  1994  . 

1.61 

1.38 

1.64 

1.23 

1.39 

December  1994  . 

1.70 

1.42 

1 .53 

1 .35 

1 .42 

March  1995  . 

1.98 

1.58 

1.64 

1.43 

1 .52 

•Past  due  loans  in  each  category  are  stated  as  a  percentage  of  loans  outstanding  of  that  type. 

fFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans 
tFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans. 


Note:  Preliminary  end-of-quarter  data. 
N/M  =  Not  meaningful 
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